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FINANCIAL HIGHLIGHTS
(dollars in thousands, except share amounts)
As of and for the Years Ended December 31 2004 2003
Net income $ 101,522 § 83,433
Net interest income 261,288 179,478
E Return on average equity 10.98% 14.18%
E Return on average assets 1.10% 1.29%
‘ Earnings per share (diluted) $ 3.01 $ 3.26
Dividends declared per share 0.84 0.72
Book value per share at year end 29.28 27.27
Period end stock price _ 44.82 41.90
Total assets 9,681,384 8,933,585
Loans receivable 6,881,780 6,369,107
Deposits 5,935,708 5,580,455
Borrowings 2,600,667 2,299,427
Stockholders’ equity 974,386 901,604
Loans serviced for others 3,641,445 3,330,039
Shares outstanding 33,273,235 33,063,853
Market capitalization $1,491,306 $1,385,375
TOTAL ASSETS LOANS RECEIVABLE DEPOSITS
(in billions) (in billions) (in billions)
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COMPOUNDED ANNUAL RETURN TO
SHAREHOLDERS SINCE THE COMPANY’S
1990 STOCK CONVERSION.

Allen H. Koranda
Chairman of the Board and
Chief Executive Officer

Kenneth R. Koranda
Vice Chairman and
President

Dear Shareholders:

2004 was a year of continued progress in the implementation
of our growth strategy. We finished the year with nearly
$10 billion in assets and 72 branches in the greater
Chicago and Milwaukee metropolitan areas, significantly
larger than two years ago when we had 34 branches and
$6 billion in assets. Having completed our St. Francis
merger late in 2003, a key goal for 2004 was the smooth
integration of our 23 Wisconsin branches into our opera-
tions. We successfully completed the systems conversion
during the first half of the year and are pleased with the
results so far. We also continued the expansion of our
branch network in 2004 by opening three new branches
and acquiring another Chicago-based banking organiza-
tion, Chesterfield Financial Corp., our third acquisition
over an 18-month period.

We are pleased with our #8 deposit market share position
in Chicago and #6 standing in Milwaukee, but the land-
scape is constantly changing. Aggressive branching initia-
tives in Chicago among some larger competitors and new
entrants led to a 9% growth in bank branch offices in the
Chicago MSA during the one-year period that ended on
June 30, 2004, a substantial rise that requires us to com-
pete aggressively in order to increase market share.

We made further progress in 2004 with our asset diversi-
fication strategy as we continue our transition beyond our
historical roots as a traditional thrift lender. We are
emphasizing growth in our consumer, multi-family, and
business loan portfolios, which are generally higher-yielding,
adjustable-rate loans. We are particularly pleased with our
success in the past year in the home equity lending niche
where we have increased our loan volume and are experi-
encing higher average urilization of equity lines. Our

Business Banking unit also achieved impressive loan
growth, particularly in our Illinois markets. We have been
successful in building upon the relationships at St. Francis
in Wisconsin as well.

Despite these successes, we are disappointed our financial
results in 2004 did not meet the expectations we had at the
beginning of the year. Our long history of earnings per
share growth was interrupted as earnings for the year
totaled $3.01 per diluted share, down from $3.26 per
share in 2003.

Clearly, 2004 was a down year for mortgage lenders as
residential loan volume fell substantially across the entire
industry due to the decline in refinance transactions. This
significantly impacted our 2004 results as gain on sale of
loans, a principal source of our mortgage banking revenue,
was much lower in 2004 compared to what we recorded

in 2003.

Real estate development income totaled $6.7 million in
2004, but we were hampered by delays in receiving munic-
ipal approvals for our new Springbank real estate develop-
ment project. The unexpected six-month delay will push
into 2005 real estate development profits that we had
expected to report in 2004. We are looking forward to
active sales in this project beginning later in 2005 now
that approvals have been received and development work
is underway.

Despite the numerous challenges we experienced over the
past year, we look forward to the coming year. Economic
conditions in both our Chicago and Milwaukee markets
are generally good, supporting sound credit quality and
respectable employment rates. Historically low interest
rates and a healthy jobs market should translate into a
continued solid housing market, alchough the decline in
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loan refinancing activity, expected to continue in 2005,
will likely prevent residential loan origination and loan
sales activity from approaching the levels of recent years.
We are targeting earnings per share growth of 8 to 10% in
2005, which will require our focused efforts on many
fronts. We expect to face net interest margin pressure during
2005 given the outlook for continued flattening of the
yield curve.

We have undertaken a review of our operations to improve
our operating efficiency and better manage our costs. Dur-
ing 2004, we implemented a loan staff reduction in the sec-
ond half of the year. We are now in the midst of a process
improvement project to update staffing models and opti-
mize some back office operations. We have identified
opportunities that we believe will allow us to save up to
$2.5 million in annual costs. We are also moving closer to a
document-free environment in our residential lending divi-
sion by implementing an imaging solution during 2005.

We are faced with countering our larger competitors’
resource advantages by spending our marketing dollars
more effectively as we continue to offer customers new
products and services. We have introduced a number of
new checking and money market accounts to attract new
deposits and are offering LIBOR-based ARM loans and
various other mortgage products to meet residential bor-
rowers’ demand. In Business Banking, we are working to
expand cash management sales in all of our markets,
efforts that are aimed at stimulating deposit growth and
fee income.

Service fee income from checking accounts is slowing, a
consequence of changing consumer behavior patterns and

competition, which is especially strong among banks in
the Chicago market. We will need to identify new sources

(3)

2004 Annual Repore & Form 10-K

of non-interest income, which is why we are expanding
our wholesale home equity line of credit department, as
we look to generate a new source of loan sale gains from
these single-service loan customers. It is also why we are
introducing a new platform annuity sales program in 2005.
We are also continuing to increase our mortgage insur-
ance revenues, which added more than $3.1 million to
revenue in 2004.

We will need to manage our capital to ensure thar financial
leverage is optimized, regulatory requirements are man-
aged, and shareholder returns are maximized. During 2004
we spent $49 million to purchase more than 1.1 million
shares of our stock in an effort to enhance earnings per
share and return on equity. And in January 2005, we
announced a 1.2 million share buyback, furcher aimed at
achieving these objectives. We also increased our annual
dividend by 10% in January, the eleventh increase in the
past ten years.

Our strategy is to continue expanding our reach and foot-
print, but we are committed to balancing our branch
expansion and asset growth with growth in earnings per
share. We plan to open four new branches in 2003, two in
Chicago, one in west suburban Downers Grove, IL, and
one in Pewaukee, WI. We will also look to open two to
four new offices in each coming year, a pace that could be
affected by acquisition opportunities that we pursue. We
believe our expanded geographic reach and increased size
have aided the Company in attracting new investors and
renewed attention in the marketplace.

Meeting the challenges of 2005 will require a disciplined
approach. We have followed this same approach in building
one of the most attractive banking franchises in the
Midwest, while rewarding shareholders with a 15-year
compounded annual return of 23%. We are confident that
our businesses, our strategies, and our people will produce
improved results in 2005.

Sincerely,

L flecd_

Allen H. Koranda
Chairman of the Board and
Chief Executive Officer

A L

Kenneth R. Koranda
Vice Chairman and President
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[T°S ALL ABOUT RELATIONSHIPS.

As part of the transition from a traditional thrift to a com-

munity bank, MidAmerica Bank introduced its Business
Banking line just four years ago. In that short time, our group
has grown dramartically, adding balance, diversification,
integrated sales and, above all, creating value for our share-
holders. The results speak for themselves. Our Business
Banking loan portfolio has grown more than $800 million
over the past four years. Growth in deposits and fee income
has been impressive as well. This value-building enterprise
is founded on a simple principle. At the heart of every suc-

cess story is a strong, honest customer relationship.

In Business Banking, our customers are more than clients.
They’re our business partners. The types of businesses we
service and the kind of business they conduct with us cover
a wide range of interests. Although our primary focus is
“middle market” businesses with sales of $1 million to
$50 million, our clients range from start-up manufacturers
and small residential builders to large, regional companies
with familiar names. We count numerous diverse businesses
in the Chicago and Milwaukee metropolitan areas as cus-
tomers, but our geographic reach extends into northern

Indiana and central Wisconsin as well.

Some recent examples of our relationship building

demonstrate MidAmerica Bank’s commitment to area

businesses.

* We assisted a strong developer client by providing a
$5.7 million acquisition and development loan, con-
struction revolver, and letter of credit for a 40-unit town

home project in the western suburbs of Chicago.
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* Business Banking provided a $7.5 million revolving line
of credit and a $1 million term facility to assist with the
acquisition and working capital needs of a profitable
Chicago-area mechanical contractor. This client also
utilizes Mid America Bank for all of its deposit and cash
management services.

* In Wisconsin, we supported a successful, long-term client
by providing a total of $8 million for the development
of a muld-phase condo and retail project in a growing
area south of Milwaukee. This relationship exemplifies
our partnership strategy, as we provide over 20 different

loan and deposit products to this client.

Successful integration was the key focus in 2004 after the
breadth of our Business Banking unit expanded significantly
with the acquisition of St. Francis Bank in Wisconsin. As
we move forward in 2005, we plan to implement a series of
operational enhancements to optimize our cash manage-
ment capabilities and control costs. We have also worked
extensively to rebalance our loan portfolio, focusing on the

types of loans that best fit our growth model.

At MidAmerica Bank, our people make the difference in
building valuable customer relationships. From our business
bankers to our loan processors, our commitment is to
deliver the kind of personal service and the degree of
beyond-the-call effort that makes our business partners

value their relationship with us as much as we value them.

“At the heart of every success
story is a strong, honest customer
relationship?”

From performing in-depth analysis of each client’s needs
and providing the products and services that make the most
sense for them, to staying loyal to our business partners
when they experience the occasional bump in the road, we
strive to be the best, the most consistent source of value

for businesses and their banking needs.

It’s all about relationships. Creating value, generating new
business, and building long-term, mutually rewarding
partnerships. In the last four years, we have built a strong
platform. We look forward to building upon this success
in 2005. '
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[T°S ALL ABOUT PEOPLE.

At MidAmerica Bank our mission is to be the ultimate
financial solution for our customers. This means going
above and beyond traditional customer service to truly know
all customers, anticipate their needs, and deliver products
and services that meet those needs. In 2004, we continued
to advance this mission and positioned ourselves for future

success with a number of significant injtiatives.

In support of our growth objectives we redefined our ser-
vice model to put a greater emphasis on sales at the branch
level. We have challenged each of our Banking Center
Managers with new responsibility for achieving increased
sales with the front line team using an inregrated sales
approach across all business lines. We have also enhanced
the role of our Relationship Bankers with an emphasis on
increasing household penetration and expanding our rela-

tionships with valued retail customers.

We focused our efforts early in the year on integrating the
operations of the 23 offices in our St. Francis Bank divi-
sion and solidifying our relationships with our new
Wisconsin customers. Our market expansion continued in
2004 with the acquisition of Chesterfield Financial Corp.
that introduced our extensive offerings to these new

Chicago area customer households. In addition, we have

opened new MidAmerica Bank branches in Elgin, Glen

2004 Annual Report & Form 10-K

Ellyn and University Village in Chicago, bringing our total
number of branch offices in Illinois and Wisconsin to 72.
We now have the 8th largest deposit market share in the

Chicago area and the 6th largest in the Milwaukee area.

In 2004, customers responded well to the launch of our

new Ultimate Checking product resulting in excellent low-

cost deposit growth, household growth, and franchise

growth, with total deposits in this account exceedingl
$450 million. A number of other products brought strong

value to our deposit portfolio in 2004 including the

enhanced Totally Free Checking PLUS™ product,

Advantage Checking, and our new Visa® Gift Card.

“...truly know all customers,
anticipate their needs, and deliver
products and services that meet
those needs.”

As a community partner, MidAmerica Bank once again
took a leadership position in building community banking
relationships, creating value through the generation of
referrals. Our CommUNITY Banking Program has
expanded to hundreds of participating organizations with
millions of dollars in deposits. For 83 years, we've been a
strong community partner working closely with the com-
munities we serve. Today, our community relationships
continue to be one of our most prized assets. It is what sets
us apart as a financial services company. We look forward

to another year of growth and successful relationship
building in 2005.
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I'T°"S ALL ABOUT HOME.

The home lending environment proved challenging in
2004 but MidAmerica Bank responded to the challenge
and, in significant areas, outperformed the industry. With
the nationwide decline in the refinancing market, we looked
for opportunities on other fronts, particularly home equity
lending. As a result of our increased emphasis and cross-
selling efforts, our home equity loan balances grew 38%
during 2004 to a total of $1.3 billion. Mid America Bank
also realized growth through our geographic expansion

and the addition of new branch offices to our network.

“Our geographic and product
expansion has opened some
exciting new doors for home
lending...”

Our strategy of deploying loan officers within the retail
environment of our branch offices was successfully imple-
mented in Wisconsin through our St. Francis Bank divi-
sion. Growth also continued in Illinois, with the extension

of our model to our Chesterfield locations and the new
MidAmerica branches.

As a market leader, we introduced new lending products

and programs in 2004, initiatives designed to give
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MidAmerica Bank strategic advantages in the coming

year and beyond. These included:

* Interest-only loans for customers seeking lower montchly
payments

* Expanded NIV (no income verification) parameters for
self-employed customers

* Affordable Access Program designed for lower-income
buyers

» LIBOR-based, adjustable-rate mortgage loans

In 2004, we introduced new technology in our ongoing
efforts to reduce costs and streamline our loan origination
and servicing processes. Among these advancements was the
installation of document imaging technology. In 2005,
we will continue to integrate imaging throughout the loan
origination process. These enhancements will benefit us
competitively as we continue to examine every aspect of

improving our efficiency and reducing our cost per loan.

MidAmerica Bank continued its strong commitment to
community lending in 2004. Our Affordable Access
Program is unique to the market and allows lower-income
customers to borrow at better rates than typically offered in
the market. We also continued the SmartPath program in
Wisconsin, while laying the groundwork for its introduction
in Illinois in 2005. SmartPath facilitates our work with
community groups that counsel lower-income customers
and first-time buyers. After going through extensive coun-
seling, borrowers are referred to our loan officers and, in
many instances, are already pre-qualified. It is the kind of
community outreach for which MidAmerica Bank has
become known, and in which our employees and investors

can take pride.
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SELECTED OPERATING DATA

(Years Ended 12/31) 2004 2003 2002 2001 2000
(dollars in thousands, except per share data)

Interest income $421,173 $316,430 $329,490 $345,736  $343,103
Interest expense 159,885 136,952 171,465 214,489 217,173

Net interest income 261,288 179,478 158,025 131,247 125,930
Provision for loan losses 1,215 — 300 — 1,500

Net interest income after provision

for loan losses 260,073 179,478 157,725 131,247 124,430

NON-INTEREST INCOME
Gain on sale of loans receivable 9,294 25,948 16,330 8,691 1,108
Net gain (loss) on sale and writedown of

investment and mortgage-backed securities 1,322 (937) 119 877 (444)
Income from real estate operations 6,657 11,325 9,717 11,484 9,536
Gain on sale of loan servicing rights — — — — 4,442
Deposit account service charges 34,112 24,552 22,239 16,535 12,715
Loan servicing fee income (expense) 3,303 (4,809) (4,772) (1,275) 1,686
Other 21,598 15,554 12,730 10,806 8,400
Total non-interest income 76,286 71,633 56,363 47,118 37,443
NON-INTEREST EXPENSE
Compensation and benefits 96,502 70,573 59,098 48,221 41,197
Office occupancy and equipment 27,984 15,410 11,670 9,011 8,124
Advertising and promotion 9,079 6,466 4,844 4,355 3,569
Amortization of goodwill/core deposit' 3,002 1,732 1,649 4,578 4,475
Other 47,481 26,016 22,081 17,259 15,638
Total non-interest expense 184,048 120,197 99,342 83,424 73,003
Income before income taxes 152,311 130,914 114,746 94,941 88,870
Income taxes 50,789 47,481 40,775 35,466 32,311
Net income $101,522 3 83,433 $ 73,971 $ 59,475 $ 56,559
BASIC EARNINGS PER SHARE 3.09 3.35 3.19 2.62 2.43
DILUTED EARNINGS PER SHARE 3.01 3.26 3.11 2.56 2.40

(1) Beginning January 1, 2002, the Company no longer amortizes goodwill after adoption of SFAS Nos. 142 and 147.
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SELECTED FINANCIAL DATA

SELECTED FINANCIAL DATA (ar 72/31) 2004 2003 2002 2001 2000
(dollars in thousands, except share data)

Total assets $9,681,384 $8,933,585 $5,937,181 $5,595,039 $5,195,588
Loans receivable 6,881,780 6,369,107 4,530,932 4,447,575 4,328,114
Mortgage-backed securities 1,193,189 971,969 365,638 142,158 104,385
Interest-bearing deposits 56,089 57,988 28,210 29,367 53,392
Federal funds sold 42,854 19,684 100,205 112,765 139,268
Investment securities 667,875 749,977 477,943 487,542 271,902
Real estate held for development or sale 35,091 32,093 14,938 12,993 12,718
Goodwill and core deposit intangibles 318,231 276,549 101,967 105,670 68,864
Deposits 5,935,708 5,580,455 3,751,237 3,557,997 2,974,213
Borrowed funds 2,600,667 2,299,427 1,556,500 1,470,500 1,728,900
Stockholders’ equity 974,386 901,604 501,458 435,873 387,729
Book value per share 29.28 27.27 21.57 18.97 16.78
Tangible book value per share 19.72 18.90 17.18 14.37 13.81
SELECTED FINANCIAL RATIOS AND OTHER DATA (Years Ended 12/31)
Return on average assets 1.10% 1.29% 1.29% 1.14% 1.14%
Return on average equity 10.98 14.18 15.83 14.82 15.57
Stockholders equity to total assets 10.06 10.09 8.45 7.79 7.46
Tangible stockholders’ equity to

tangible assets 7.01 7.22 6.85 6.02 6.22
Tangible and core capital to total assets

{Bank only) 7.14 7.16 6.78 6.44 6.32
Risk-based capital ratio (Bank only) 11.30 11.45 11.85 11.31 11.98
Interest rate spread 2.85 2.69 2.59 2.22 2.30
Net interest margin 3.06 2.96 2.92 2.64 2.68
Average interest-earning assets to average

interest-bearing liabilities 110.82 111.90 110.50 109.62 108.10
Non-interest expense to average assets 1.99 1.86 1.73 1.60 1.48
Non-interest expense to average assets

and average loans serviced for others 1.46 1.46 1.33 1.33 1.22
Efficiency ratio™ 54.74 47.69 46.36 47.00 44.56
Non-performing loans to total loans 0.46% 0.51% 0.58% 0.45% 0.39%

i Non-performing assets to total assets 0.34 0.49 0.47 0.37 0.36
Cumulative one-year gap (3.98) (1.59) 10.23 (3.57) (5.18)
Number of deposit accounts 586,590 564,696 393,801 377,015 339,340
, Mortgage loans serviced for others $3,641,445 $3,330,039 $2,021,512 $1,401,607 $ 785,350

Loan originations and purchases 4,228,462 4,993,675 3,691,170 2,827,594 1,484,220
Retail banking offices 72 66 34 32 27
STOCK PRICE AND DIVIDEND INFORMATION
High 47.25 44.80 40.11 32.73 30.00
Low 39.27 32.61 28.60 24.30 15.50
Close 44.82 41.90 34.00 29.50 28.44
Cash dividends declared per share 0.84 0.72 0.60 0.46 0.39
Dividend payout ratio 27.91% 22.09% 19.29% 17.56% 16.05%

(1) The efficiency ratio is calculated by dividing non-interest expense by the sum of net interest income and non-interest income, excluding net gain/(loss) on

sale and writedown of mortgage-backed and investment securities.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

Annual report pursuant to Section 13 or 15(d) of
the Securities Exchange Act of 1934

For the fiscal year ended December 31, 2004

Commission file number 0-18121

MAF Bancorp, Inc.

(Exact name of registrant as specified in its charter)

Delaware 36-3664868
(State of Incorporation) (IRS Employer Identification No.)

55th Street & Holmes Avenue, Clarendon Hills, Illinois 60514-1500
Telephone Number (630) 325-7300

Securities registered pursuant to Section 12(b) of the Act: None

Securities registered pursuant to Section 12(g) of the Act:

Common Stock, par value $.01 per share
(Title of Class)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter
period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes X No

Indicate by check mark if disclosure of delinquent fiters pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. [

Indicate by checkmark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).
Yes [X No [

Based upon the closing price of the registrant’s common stock as of June 30, 2004, the aggregate market
value of the voting stock held by non affiliates of the registrant was $1.3 billion.*

The number of shares of Common Stock outstanding as of March 11, 2005: 32,704,225

Documents Incorporated by Reference

PART III - Portions of the Proxy Statement for the Annual Meeting of Shareholders to be held on April 27,
2005 are incorporated by reference into Part III hereof.

*Solely for purposes of this calculation, all executive officers and directors of the registrant are considered
to be affiliates. Except to the extent shares have been allocated to the plan accounts of directors and
executive officers, the affiliate holdings do not include shares held in certain employee benefit plans
administered by plan committees that include executive officers.
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PART I
Item 1. Business
General

MAF Bancorp, Inc. was incorporated under the laws of the state of Delaware in 1989, as the
holding company for Mid America Bank, fsb ("Bank”), our banking subsidiary. The Bank, which was
organized as a mutual savings and loan association and has been operating in the Chicago area since
1922, formed the holding company in connection with its conversion from a mutual to stock savings
institution. Over the last ten years, the Bank has grown from 14 branches and $1.65 billion in totai assets
at December 31, 1994 to 72 branches and $9.68 billion in assets at December 31, 2004. Today, the Bank
is one of the largest community-oriented financial institutions in the Chicago and Milwaukee metropolitan
areas and serves both retail and business banking customers. We also engage in residential real estate
land development through our subsidiary, MAF Developments, Inc. ("MAFD"), a business we started at the
Bank in 1974,

The Company'’s executive offices are located at 55th Street and Holmes Avenue, Clarendon Hills,
Illinois 60514-1500. The Company’s telephone number is (630) 325-7300.

In Illinois, the Bank now operates 49 branches located in residential neighborhoods in the City of
Chicago and throughout suburban communities in the Chicago metropolitan area. We have significant
market penetration in northwest Chicago and west and southwest suburban areas of Cook, DuPage, Will
and Kane counties. In Wisconsin, the Bank serves communities in the Milwaukee area through 23 retail
branches under the name of St. Francis Bank, a division of Mid America Bank, fsb. All of our locations are
full-service branches, many of which offer customers the convenience of drive-up facilities.

We have grown our franchise through de novo branching, acquisitions of other financial
institutions and branch acquisitions. We have completed four acquisitions since November 2001, including
two in 2003 — Fidelity Bancorp, Inc. and St. Francis Capital Corporation — and Chesterfield Financial
Corp. late in 2004. The table below provides information regarding these acquisitions:

Number of Total Assets

Acquired Company Branches Market Area Acquisition Date at Closing
Chesterfield Financial Corp................ 3 Chicago, IL October 2004 $ 354221
St. Francis Capital Carp 23 Milwaukee, Wl December 2003 2,180,627
Fidelity Bancorp ............. 4 Chicago, IL July 2003 612,869
Mid Town Bancorp ..., 4 Chicago, IL November 2001 307,469

We intend to continue to pursue acquisition opportunities to strengthen our market share in the greater
Chicago and Milwaukee metropolitan areas and may consider selective acquisitions that present strategic
growth opportunities in other attractive markets in the Midwest.

We also purchased one branch office in 2003 (with deposits of $8.5 million) and have opened nine
de novo offices in the past three years: two in 2002, four in 2003, and three in 2004. Our selective
branching strategy is to seek out attractive locations, generally either in high traffic grocery store
anchored retail centers or at intersections with convenient drive-in access, in communities where we
believe we have opportunity to gain deposit market share through a new facility. We tend to target areas
that we believe are not yet fully served by other banking organizations and offer an attractive deposit
base or potential growth. We have plans underway to open four additional branches over the next
12 months or so, including two in Chicago, one in Downers Grove, lllinois, a west suburb of Chicago, and
one in Pewaukee, Wisconsin, a fast-growing community west of Milwaukee.

As we have grown over the past four years, we have successfully transitioned our business from a
traditional savings and loan engaged primarily in one- to four-family residential mortgage lending to a
more diversified consumer and business bank, retaining our emphasis on community-oriented, responsive
customer service. We offer a wide variety of checking, savings and other deposit accounts as well as
investment services and securities brokerage, general insurance services and other financial services
targeted to individuals, families and small- to medium-sized businesses in our primary market areas.
With a consistent focus on growth in core deposits in our deposit gathering strategy, we have succeeded
in shifting our deposit mix to a higher concentration of lower cost deposits such as checking and money
market accounts with less emphasis on certificates of deposit. We expect this trend to continue as we




continue to build our business banking unit and work to attract higher levels of commercial deposits. At
December 31, 2004, core deposits (checking, passbook and money market accounts) comprised 60% of
our total deposits, while retail certificates of deposits accounted for 40% of the total.

Our lending strategy focuses primarily on loans secured by real estate in our market areas. We
originate residential one- to four-family mortgage loans, home equity loans, and equity lines of credit for
our portfolio and for sale into the secondary market. We also target multi-family mortgage and residential
construction loans and, through our Business Banking unit that we started in 2001, commercial real
estate, land development and commercial loans. We expect these higher-yielding business lending
categories to comprise a larger portion of our ioan portfolio as we continue to grow. The acquisitions of
Mid Town, Fidelity and St. Francis contributed significantly to the change in our asset mix, increasing our
multi-family mortgages, home equity loans and commercial real estate and business loans and reducing
the concentration of one- to four-family mortgage loans in our total loan portfolio. At December 31, 2004,
58% of total loans were comprised of one- to four-family mortgages compared to 88% in 2000.

For segment information regarding the Company’s two lines of business (banking and land
development), see “"Note 18. Segment Information” to the audited consolidated financial statements of
the Company included in “Item 8. Financial Statements and Supplementary Data.”

Competition

We face increasing competition for retail and business banking customers and deposit accounts
and loan originations. Several national financial institutions have been pursuing aggressive de novo
branching plans that have heightened competitive pressures in the Company’s market areas, particularly
in the Chicago area. Competition for deposit accounts comes primarily from other banks, credit unions,
money market mutual funds, and insurance companies (primarily in the form of annuity products). We
compete for both retail and business banking customers on the basis of interest rates offered, pricing of
fees and services, convenience of branch locations, access to ATMs, ability to access services through
multiple distribution channels and office hours. Competition for residential loan products comes primarily
from local and national mortgage brokers, other banking institutions and mortgage banking companies.
In Business Banking, we primarily compete for loans with commercial lenders at local small and mid-sized
banking organizations. Competitive factors for loans include interest rates, terms, fees and customer
service.

Lending Activities

We work with customers and business clients to provide a wide range of lending products
designed to meet their individual requirements, while adhering to our internal underwriting standards that
have allowed us to maintain strong credit quality and minimize credit losses historically.

Residential Lending. We have been and continue to be one of the largest originators of
residential mortgages in our market area. We typically sell a significant portion of our one- to four-family
mortgage production into the secondary market. We have worked to develop a broader base of investors
to include not only Federal National Mortgage Association ("Fannie Mae”), Federal Home Loan Mortgage
Corporation (“Freddie Mac”) and the Federal Home Loan Bank Mortgage Partnership Program ("MPF”), but
also commercial and investment banks, as well as other private investors to provide outlets for most of
our products, including non-conforming and adjustable-rate loans.

We offer a variety of fixed-rate mortgage loans with amortization terms ranging from 10 to 30
years. We generally set our interest rates on fixed-rate loans daily based on secondary market prices and
market conditions. It is our policy to sell almost all of our 30- and 20-year and a large portion of our 15-
year fixed-rate loan originations to manage our interest rate risk exposure, but we usually retain the
serving rights on the loans we sell. At December 31, 2004, we had approximately $1.04 billion of fixed-
rate one- to four-family mortgage loans in our locan portfolio. These consisted of $159.2 million of 30-year
mortgages, $18.0 million of 20-year mortgages and $297.2 million of 15-year mortgages. The remaining
$565.5 million includes 10-year mortgages and seven year balloon mortgages, which we typically keep in
portfolio.

We also offer a variety of ARM loans with 30- and 40-year amortization terms that have initial
rates which are fixed for a period of one to seven years, with annual adjustments (and periodic and
lifetime caps) thereafter. At December 31, 2004, $2.98 billion, or 74% of our one- to four-family portfolio
were adjustable rate loans, including $1.36 billion of 3/1 ARMs and $1.45 billion of 5/1 ARMs. During




2004, we began to offer ARM loans with interest-only features, meaning they require no principal
amortization. We generally price our ARM loans to the secondary market prices, but may more
aggressively price from time to time to provide growth in our loan portfolio. Despite the benefits of ARM
loans, particularly those with shorter initial fixed-rate periods, for asset/liability management purposes,
they do pose potential additional risks, primarily because as interest rates rise, the underlying payment
requirements of the borrower rise, thereby increasing the potential risk of default.

We attract most of our residential mortgage loan customers through commissioned loan officers
and cross-selling to banking customers, although we use loan-by-phone and the Internet to attract a
small but increasing volume of our business. Our underwriting for residential loans generally conforms
with secondary market standards to maintain high credit quality, and limit our liquidity risk related to
selling or securitizing our originations.

We generally require a customer to obtain private mortgage insurance (PMI) for loans with loan-
to-value ratios in excess of 80%, or we may choose to self-insure based on FICO score or obtain lender
paid private mortgage insurance and charge the customer a higher interest rate to compensate for the
greater risk of these loans. The Bank has a mortgage reinsurance subsidiary that shares in a portion of
the insurance premiums earned by various private mortgage insurance companies on lcans originated by
the Bank, in return for assuming a second-tier layer of risk on insured portions of these loans. For the
year ended December 31, 2004, 2003 and 2002, this activity generated pre-tax income of $2.7 million,
$2.0 million and $906,000, respectively. At December 31, 2004, we had $425 million of one- to four-
family loans, or 11% of total one- to four-family mortgage loans, with greater than 80% LTV without PMI.

An important part of our business strategy is our commitment to community lending initiatives.
We offer various innovative and flexible home mortgage products and participate in or actively support
many special lending programs designed to promote affordable homeownership and address the needs of
underserved communities in the markets we serve.  In February 2003 we set an aggressive community
lending target of $3 billion of loan volume for our CRA assessment area in Chicago and surrounding areas
over a six-year period. To date, we have fulfilled $1.7 billion of that goal. In conjunction with our
acquisition of St. Francis, we announced a community lending goal of $500 million in loans over a five-
year period to Milwaukee area communities and neighborhoods and have achieved approximately
$50 million of that goal to date. These programs include single and multi-family home mortgage loans in
low-to-moderate income census tracts, loans in predominantly minority communities, and loans to
borrowers whose income is below 80% of median income. Many loans we make in our community lending
programs tend to have higher loan-to-value ratios.

Home Equity Lending. Our consumer lending is primarily focused on home equity loans and
equity lines of credit. In 2000, we made a strategic decision to expand our level of equity line activity in
an effort to capitalize on our penetration of residential lending production in our primary market areas and
to reduce interest rate risk exposure, as home equity loans are variable rate products generally tied to the
prime rate. We have also recently begun to originate home equity lines through wholesale broker
arrangements. Our growth opportunities with this product stem from steady to strong growth in real
estate values in our markets in recent years. At December 31, 2004, we had $1.28 billion of amounts
outstanding under home equity lines of credit compared to $898.5 million at December 31, 2003, At
December 31, 2004, the average utilization rate on cur equity line portfolio was 55.8% compared to
52.0% at December 31, 2003. We underwrite our home equity loans in a similar fashion to our residential
production, by looking at our customer’s ability to repay the loan, including FICO score, and by the
combined loan-to-value ratio of the [oan taking into account any first mortgage loan. We do not make
home equity loans where the combined loan-to-value ratio exceeds 100%. We use a tiered pricing
schedule that uses a combination of a customer’s FICO score and combined loan-to-value ratios to
determine the rate on an equity line of credit.

We are generally required to maintain higher capital levels to support home equity lines of credit
than for residential mortgages and must take into account the entire approved amount of the equity line,
not just the amount drawn at any given time.

Commercial Real Estate. We lend on various commercial properties, including small office
buildings, warehouses, industrial/manufacturing buildings, land acquisition and development, and other
improved non-residential properties. Because payments on loans secured by commercial real estate
properties are often dependent on the successful operation or management of the properties, repayment
of such loans may be subject to adverse conditions in the real estate market or the economy. The Bank




seeks to minimize these risks by lending primarily on owner-occupied or existing income-producing
properties and generally restricts such loans to properties in our market areas.

Commercial real estate loans tend to be much larger than our average residential loan, and
involve a greater degree of risk than residential mortgage loans with respect to the determination of the
market value of the collateral and the nature of underlying cash flow assumptions. Our underwriting of
commercial real estate loans is a robust process and is less homogeneous than generally found in our
residential loan unit. We use outside appraisers with pertinent expertise for the underwriting of our
commercial real estate properties. Our credit analysis also includes a review of the property’s ability to
service debt, the capacity of the borrower to generate income elsewhere and where applicable, the
strength of any personal guarantor(s). We generally seek a net operating income to debt service ratio of
1.15 times, exclusive of other outside income. In instances where the coverage ratio is lower, we will
tend to charge a higher rate of interest to compensate us for the increased level of risk.

Construction and Land Lending. Our construction and land lending are both focused on one-
to four-family residences, and are primarily originated in our market areas. This lending focuses on
planned construction of owner occupied properties where qualified contractors are involved, and loans are
structured to be converted to permanent loans at the end of the construction phase, or repaid. Our
construction loans tend to be adjustable-rate, with interest only requirements during the construction
phase. The maximum loan-to-value during construction is generally limited to 80% LTV. Loan proceeds
are disbursed in increments as construction progresses, inspections are completed and lien waivers
obtained.

Our land lending includes loans to developers for the development of residential subdivisions in
our market area, as well as loans to builders and individuals. At December 31, 2004, loans to developers
aggregated $15.1 million, or 23.3% of our land loans. These loans carry terms of three to five years.
Under Bank policy, the loan-to-value ratio may not exceed 80% and is generally less than 75%. The
majority of these loans are floating rate based on the prime rate or LIBOR. Loans generally are made to
existing customers of the Bank and developers with whom the Bank has had long standing relationships.
The Bank requires an independent appraisal of the property and feasibility studies may be required to
determine the profit potentia! of the development project.

Construction and land development loans involve higher risks than residential mortgages because
loan funds are advanced upon the security of the project under construction, which is of uncertain value
prior to its completion. Because of the uncertainties inherent in estimating construction costs as well as
the market value of the completed project and the effects of local governmental regulation of real
property, it is relatively difficult to evaluate accurately the total funds required to complete a project and
the related loan-to-value ratio. Construction and land development lending often involves the
disbursement of substantial funds with repayment dependent, in part, on the success of the ultimate
project rather than the ability of the borrower or guarantor to repay principal and interest. If the Bank is
forced to foreclose on a project prior to or at completion due to a default, there can be no assurance that
the Bank will be able to recover all of the unpaid balance of, and accrued interest on, the loan as well as
related foreclosure and holding costs. In addition, the Bank may be required to fund additional amounts
to complete the project and may have to hold the property for an unspecified period of time. The Bank
has attempted to address these risks through its underwriting procedures and its limited amount of
construction lending on multi-family and commercial real estate properties.

Commercial Business Lending. The Bank originates a variety of commercial loans, including
working capita! financing, equipment loans, real estate loans and selected personal loans for executives,
professionals and entrepreneurs. Collateral can take many forms, such as real estate, business or
personal assets, or in some cases loans may be unsecured. Typically, we target small-to medium-sized,
privately held businesses in our primary market areas and seek to establish full service commercial loan
and deposit relationships. We are seeking to grow our commercial lending portfolio, as management
believes this type of lending can provide higher yield opportunities than residential loans and is an
important component in helping to maintain a balanced loan portfolio.

Commercial loans can contain risk factors unique to the business of each borrower. In order to
mitigate these risks, we seek to gain an understanding of the business of each borrower, place
appropriate value on collateral taken and structure the loan properly to make sure that collateral values
are maintained while loans are outstanding. Appropriate documentation of commercial loans is also
important to protect our interests. Our credit approval process for commercial loans is comprehensive,




Our underwriting process inciudes an evaluation of the borrower’s historical and projected balance sheet,
income statement, liquidity and cash flow as well as the strength of the collateral to determine the level of
creditworthiness of the borrower. We typically review the current and future cash needs of the borrower,
the business strategy, management’s ability to execute the strategies, and the strength of the guarantors.
While our loan policy has guidelines for advances on different types of collateral, we establish eligible
asset values on a case-by-case basis for each borrower. Generally, commercial business loans are
secured by a first priority security interest in all the assets of the borrower and also include the personal
guarantees of business owners. Additionally, the Bank may provide letter of credit services to certain
borrowers on a case-by-case basis.

Multi-family Lending. The Bank originates muliti-family residential mortgage loans in its market
areas. At December 31, 2004, the Bank had multi-family loans of $647.4 million, including a portfolio of
purchased participating interests of $3.7 million related to low-income housing. Multi-family loans
represent 9.4% of total loans receivable at December 31, 2004. Multi-family residential mortgage loans
are generally ARM loans with interest rates with initial fixed rate terms of three to ten years, amortization
periods of up to 25 years and balloon maturity dates of five to ten years and carry a loan-to-value ratio
not greater than 80%. The Bank generally requires a net operating income to debt service ratio of at
least 1.0 times.

Loan Portfolio Composition. The following table sets forth the composition of the Bank’s loan
portfolio by loan type at the dates indicated. The table reflects the change in the loan portfolio mix
resulting from the increased emphasis on equity lines of credit since 2000, the formation of a Business
Banking unit in 2001, and the impact from acquisitions that closed in 2003. These acquisitions quickened
the pace of loan diversification away from one- to four-family mortgage loans that started in 2000.

December 31,
2004 2003 2002 2001 2000
Percent Percent Percent Percent Percent
Amount of Total Amount of Total Amount of Total Amount of Total Amount of Total

(Dollars in thousands)

One- to four-family............ $4,024,322 58.38% $ 3,924,965 61.31% $ 3,470,937 78.70% $3,559,466 82.33% $3,807,980 88.33%
Equity lines of credit ........ 1,276,647  18.52 898,452 14.03 387,025 8.78 258,884 5.99 146,020 3.39
Home equity loans........... 55,136 .80 67,119 1.05 32,120 73 52,216 1.21 64,465 1.49
Multi-family ........ccoocvriennne. 647,382 9.40 621,255 9.70 260,318 5.90 197,685 4.57 173,072 4.01
Commercial real estate...... 505,214 7.33 521,438 8.14 142,493 3.23 140,128 3.24 41,223 .96
Construction...........c......... 164,995 2.39 127,525 2.00 48,179 1.08 43,756 1.01 29,566 .69
64,765 .94 75,012 1.17 42,530 .96 44,494 1.03 40,497 .94
7,650 A1 38,238 60 6,255 14 7,975 19 4,783 11
Commercial business
08NS .coiviieci e, 147 345 2.13 128,266 2.00 20,592 47 18.596 .43 3,528 .08
Total loans
receivable................ 6,893,456 100.00% 6,402,270 100.00% 4,410,449 100.00% 4,323,200 100.00% 4,311,134  100.00%
Less:
Loans in process......... 34,143 59,733 30,689 21,678 12,912
Unearned discounts,
premiums and
deferred loan
fees, net............... (19.201) (16.614) (2.875) (4,555) (7.076)
Loans receivable, net ....... $ 6,878,514 $ 6,359,151 $.4.382.635 $4.306.077 $4.305,298




The following table shows the breakdown of fixed-rate and adjustable-rate loans for certain loan
categories as of the dates indicated.

December 31,

2004 2003 2002
Amount Percent Amount Percent Amount Percent
(Doltars in thousands)
Multi-family:
Adjustable-rate .........c....ccocoivrien $ 572,507 88.4% $ 489,354 78.8% $ 160,543 61.7%
Fixed-rate............. . 74,875 11.6 131,901 21.2 99.775 383
Total multi-family..............c.......... 647,382  100.0 621255  100.0 260,318  100.0
Commercial real estate:
Adjustable-rate .............c.coeiennn 381,861 75.6 391,356 751 62,990 442
Fixed-rate ........c...cccoovnionnrannnn . 123,353 24.4 130,082 249 79,503 55.8
Total commercial real estate....... 806214  100.0 508,398 1000 142493 1000
Construction:
Adjustable-rate ...............cccoecraennnn, 113,950 69.1 81,770 64.1 31,796 66.0
Fixed-rate.............. . 51,045 30.9 45,755 359 16,383 34.0
Total construction ...............c.c.... 164,995 100.0 127,625  100.0 48,179 1000
Commercial business loans:
Adjustable-rate ...............c...ccor e 74,664 50.7 63,821 49.8 16,160 78.5
Fixed-rate .........occocovvvvrierinnn . 72,681 49.3 64,445 50.2 4,432 215
Total commercial business ......... $147.345 100.0% $128,266 100.0% $.20,692  100.0%

Loan Maturity. The following table shows the principal amount of loans for loan categories other
than one- to four-family mortgages and consumer loans, by contractual final maturity at December 31,
2004. Because the principal amounts shown are not reduced for earlier scheduled principal repayments,
this table is not indicative of the timing of expected repayments on these loans.

At December 31, 2004

Due after 1
Due in 1 year year through Due after § Total due Total Amount
or less § years years after 1 year Due
(Dollaré in thousands)
Multi-family .................. $ 3,205 15,387 628,790 644,177 647,382
Commercial real estate 46,962 169,377 288,875 458,252 505,214
Construction ............. . 2,314 97,347 65,334 162,681 164,995
Land ..o, 8,031 36,099 20,635 56,734 64,765
Commercial business loans 59,132 71,348 16,865 88,213 147,345
Total.ccoieee e $119.644 389 568 1.020,499 14100567 1.529,701

Of the $1.41 billion of loans shown in the table above with contractual final maturities after one year,
$968,144, or 68.7%, are adjustable rate loans and $441,913, or 31.3%, are fixed rate loans.

Environmental Issues. The Bank encounters certain environmental risks in its lending
activities. Under federal and state environmental laws, lenders may become liable for the costs of
cleaning up hazardous materials found on security property. Although environmental risks are usually
associated with industrial and commercial loans, risks may be substantial for residential lenders like the
Bank if environmental contamination makes the security property unsuitable for use. This could also have
an effect on nearby property values. In accordance with Fannie Mae and Freddie Mac guidelines,
appraisals for single family residences on which the Bank lends include comments on environmental
influences. The Bank attempts to control its risk by training its appraisers and underwriters to be
cognizant of signs indicative of environmental hazards. No assurance can be given, however, that the
values of properties securing loans in the Bank's portfolio will not be adversely affected by unforeseen
environmental risks, although the Bank is unaware of any such environmental issues which subject it to
potential material liability at this time.

Environmental concerns such as asbestos containing material, underground storage tanks, mold,
and lead-based paint can pose a heaith risk to tenants and negatively impact the collateral value of
security property. To mitigate this risk to the Bank, loan policies call for management to consider all
relevant factors in order to determine whether an environmental review is needed and, if so, the scope
and detail, prior to the Bank's origination of commercial and multi-family loans. The relevant factors
include, but are not limited to, the following: age of property, use of property, location of property,
knowledge of subject area, borrower(s) financial capacity to withstand potential clean-up costs, loan
amount and loan-to-value ratio of the proposed loan. For loans in excess of $1.0 million, a satisfactory




Phase I environmental exam is generally required as part of the loan approval process, with further
investigation in the form of a Phase II exam taking place as dictated therein.

Secondary Market and Loan Servicing Activities

Originations, Purchases and Sales of Mortgage Loans. Our origination volumes, and the mix
of fixed-rate and ARM products in our originations, is significantly dependent on the interest rate
environment and the expected level of future interest rates. We originate the majority of our mortgage
loan and home equity line production through our internal sales force of commissioned loan officers. We
also have established relationships with a number of mortgage brokers operating in our market areas
from whom we purchase loans, primarily home equity products, based on our published rate sheets and in
conformity with our underwriting guidelines. Qur strategy is to further develop this wholesale channel in
Illinois and Wisconsin to expand our home equity line production. From time to time, we may also
purchase mortgage loans from other institutions, usually in whole loan transactions where we assume the
servicing, although we expect to continue to originate the majority of our mortgage and home equity loan
production.

We generally originate more residential mortgages than we desire to keep in our loan portfolio,
particularly in times of significant refinancing activity such as 2002 and 2003 and in other periods where
consumers’ preference is oriented toward longer-term fixed rate products that we typically choose to sell.
We also sell ARM loan production from time to time depending on market conditions and our interest rate
management strategy. Loan sales also provide a source of liquidity for the Bank. In 2005, we intend to
pursue opportunities to sell home equity products into the secondary market as part of our increased
focus on home equity lending, although the secondary market for this product is not yet as well developed
as that for residential mortgages. We currently expect to complete our first sale of home equity lines of
credit during the first quarter of 2005.

In the last two years we have generally sold most of our conforming and non-conforming, or
jumbo, long-term fixed-rate loan originations. The Bank generally sells its conforming long term fixed-
rate production to Freddie Mac, Fannie Mae, or the MPF program of the Federal Home Loan Bank of
Chicago. (We refer to these agencies coliectively as "GSEs,” or government sponsored entities.) Since
2001, we have been selling most of our non-conforming long term fixed-rate production to private
investors.

The following table shows the Bank's one- to four-family mortgage and home equity originations
and purchases and loan sale activity for the periods indicated.

For the Year Ended December 31,

2004 2003 2002
Originations and purchases: Amount Percent Amount Percent Amount Percent
One- to four-family mortgages (Doltars in thousands)
Adjustable-rate.........c.cooovveiiniei i $ 1,481,547 62% $1,790,163 45%  $ 1,459,668 48%
Fixed-rate ......... 905,182 38 2,188,658 _55 1,588,769 _52
TOtBl i $ 2,386,729 100% $3.978,821 100% $3,048437 100%
Equity lines of credit™ . $1,151,971 $ 592,167 $ 383,102
Home equity 108NS.........cooooviirieiece e 17,381 7982 —15.908
Loans sold:
One- to four-family loans
Adjustable-rate® ... 29% § 162,056 9% $ 55981 4%
Fixed-rate”............... 71 1,604,896 91 1,251,547 96

Total loans sold® 100%  $1,766.952 100% $1307.528 100%

m Represents total disbursements during the year on all home equity lines, inctuding amounts related to lines newly originated

during the year and lines previously outstanding. This does not reflect any unused amounts that remain available at year end.
Loans sold include one- to four-family originations that are swapped into mortgage-backed securities and sold

simultaneously and does not include $252.8 mitlion for 2004 of Bank originated loans swapped into mortgage-backed
securities and held in portfclio.

)

In 2003 and most of 2004, the Bank retained the majority of our 15-year fixed-rate originations in
portfolio as management was willing to absorb the interest rate risk in this product with the change in
asset mix and increase in core deposit levels. Of the fixed-rate originations in 2004, $729.0 million, or
81%, conformed to the requirements for sale to Fannie Mae and Freddie Mac and $171.0 million, or 19%,
were non-conforming. The Bank’s “nonconforming” loans are generally designated as such because the
principal loan balance exceeds $333,700 ($359,650 as of January 1, 2005), which is the Freddie Mac,
Fannie Mae, and MPF purchase limit, and not because the loans present increased risk of default to the




Bank. Loans with such higher balances generally carry interest rates from one-eighth to three-eighths of
one percent higher than similar, conforming fixed-rate loans.

We often enter into forward commitments for loan sales based on our mortgage production
pipeline. The majority of our loans are sold without recourse, except those loans sold through the MPF
program, where the Bank retains a limited level of risk in exchange for better pricing on the loans sold. At
December 31, 2004, the Bank had approximately $12.7 million in net credit risk exposure on loans it has
sold through the MPF program.

Swaps for Mortgage-Backed Securities. The Bank may from time to time exchange or swap
loans out of portfolio into mortgage-backed securities, primarily with Fannie Mae and Freddie Mac. The
mortgage-backed securities may then be sold simultaneously, or held as mortgage-backed securities
available for sale or held to maturity. Generally, the mortgage-backed securities are used to collateralize
borrowings and deposits or are sold in the secondary market to raise additional funds. Swap activity by
the Bank is governed by pricing levels in the secondary mortgage market for whole mortgage loans versus
securitized mortgage loans, as well as the level of rates for collateralized borrowings. During the current
year, the Bank swapped and sold $49.0 million in loans receivable, compared to $76.9 million for the year
ended December 31, 2003. The Bank also swapped $252.8 million of 15-year fixed rate loans into
mortgage-backed securities held to maturity to help manage the Bank’s risk-based capital position in
addition to providing collateral for borrowings. In 2003, the Bank swapped $85.3 million of long-term
fixed-rate prepayment penalty protected loans that were in their final year of prepayment protection into
mortgage-backed securities and sold them.

Loan servicing. The Bank typically retains servicing rights on loans that it sells into the
secondary market. Loan servicing fee income is generated from loans that the Bank has originated and
sold, and includes fees for the collection and remittance of mortgage payments, insurance premiums and
real estate taxes. The Bank receives a monthly servicing fee for performing the aforementioned services
equal to at least .25% for fixed-rate mortgages and .25% to .375% for ARM loans on the outstanding
principal balance of the sold loans being serviced. Costs of servicing loans for others are charged to
expense as incurred. The Bank is required to capitalize mortgage servicing rights upon the sale of loans
based on assumptions as to fee income earned, estimated prepayment speeds of the underlying mortgage
loans, and the cost of servicing. Mortgage servicing rights are amortized based on the estimated life of
the loan servicing income stream, which is recorded as a decrease to loan servicing fee income. In
addition, mortgage servicing rights are assessed quarterly for impairment, with any impairment or
recovery recognized through a valuation allowance.

The following table shows the components of loan servicing fee income in dollars and as a
percentage of loans serviced for others, as well as other information regarding loans serviced for others
for the years indicated:

Year Ended December 31,

2004 2003 2002
(Dollars in thousands)

Gross SerVICING FEVENUE. .....c..cveveeieiiere et $ 9,312 6,983 4,742
Amortization of mortgage servicing rights............c.coccveieiiien (8,081) (12,922) (7,214)
Valuation allowance on mortgage servicing rights........................ — (940) (2,300)
Recovery of mortgage servicing rights .............. 2,072 2,070 —

Loan servicing fee income (expense), net $ 3,303 (4,809) (4,772)
As a percentage of average loans serviced for others:

Gross SErVICING rEVENUE .........oceiiiriieiier e 277% 278 275

Amortization of mortgage servicing rights ..., (.241) (.515) (.419)

Valuation allowance on mortgage servicing rights ................. — (.037) (.134)

Recovery of mortgage servicing rights............... .062 .082 —

Loan servicing fee income (expense), net 098% (192) (.278)

Average balance of loans serviced for others..............ccocccoc e $ 3,357,002 2,509,345 1,722,503
Loans serviced for others at end of year'" ... . 3,641,445 3,330,039 2,021,512
Average service fee at year end .28% .26 26
Mortgage servicing rights at end of year, net...............ccoeveene 25,697 24,128 12,960
Mortgage servicing rights as a percentage of mortgage loans

serviced for others ... 71 72 84
Multiple of average servicing fee at yearend ................... 2.5x 2.8x 2.5x
Weighted-average interest rate on loans serviced for others......... 5.70% 5.89 6.63

M One- to four-family loans.




Asset Quality and Allowance for Loan Losses

Delinquent Loans. When a borrower fails to make a required payment by the end of the month
in which the payment is due, the Bank generally institutes collection procedures. When a loan payment is
delinquent for three or more monthly installments, the Bank will generally initiate foreclosure proceedings
and cease accruing interest. At December 31, 2004, 2003, and 2002, delinquencies in the Bank’s
portfolio were as follows:

61-90 Days 91 or More Days™®
Principal As a Principal As a
Balance of Percent Balance of Percent
Number Delinquent of Total Number Delinquent of Total
of Loans Loans Loans'”  of Loans Loans Loans'"
{Dollars in thousands) :
December 31,2004 ..o 93 $ 8,557 A2% 283 $31,473 45%
December 31, 2003 .. 43 4,851 .08 255 32,787 51
December 31,2002 .......cccoovvviieee 51 4,577 10 200 25394 .58

0]

(2) Percentage represents principal balance of delinquent loans to total loans outstanding.

The 91 or More Days category includes all loans on non-accrual regardless of days past due.

Non-Performing Assets. The table below sets forth information regarding non-performing
assets held by the Bank at the dates indicated.

December 31,
2004 2003 2002 2001 2000
(Dollars in thousands)

Non-accrual loans; @

One- to four-family ............covccrinineionnie e $ 23,629 27,106 22,448 17,944 15,517

Equity lines of credit.. 3,449 1,874 569 590 574

Home equity loans .... 875 777 552 321 109

Multi-family................ 1,826 478 32 41 238

Commercialrealestate ..., 1,294 1,503 742 — 27

CONSEIUCHION ..ottt — — 153 378 149

Land......ccc..... — — — 166 93

Consumer loans.............. 79 471 38 11 2

Commercial business loans 321 578 860 — —

Total o $31473 32,787 25,394 19451 16,709

i Non-performing loans to total loans...... —_46% 51 58 45 .39

; Non-accruat investment securities..............ccccoeoienie s $ — 7,697 — — —
Foreclosed real estate:

One- to four-family ... $ 1,487 3,200 2,366 1,405 1,762

| Commercial real estate .............c.oocorveeeeveree. — — — — 46

: Total foreclosed real estate, net of reserves .. $ 1,487 _3200 _2,366 1405 _1.808

Total non-performing assets .............cccccee e $ 32,960 43,684 27,760 20,856 18,517

Total non-performing assets to total assets ................ —.34% 49 47 37 36

' Non-accrual one- to four-family loans at December 31, 2000 includes $1.7 million of accruing loans 91 days or more overdue.

Since January 1, 2001, the Bank does not accrue interest on loans more than 91 days past due.

@ Consists of loans in the process of foreclosure or for which interest is otherwise deemed uncollectible.

Non-accrual loans. A loan (whether considered impaired or not) is classified as non-accrual.
Generally, when a loan is 91 days or more past due, in the process of foreclosure, or in bankruptcy, or
when collectibility is otherwise in doubt, the full amount of previously accrued but unpaid interest on non-
accrual loans is deducted from interest income. Income is subsequently recorded to the extent cash
payments are received, or at the time when the loan is brought current in accordance with its original
terms. This policy is applied consistently for all types of loans in the Bank’s loan portfolio.

For each of the years ended December 31, 2004, 2003 and 2002, the amount of interest income
that would have been recorded on non-accrual loans if these loans were performing in accordance with
their terms amounted to $1.4 million. For the years ended December 31, 2004, 2003 and 2002, interest
income on non-accrual loans that was actually collected and recorded amounted to $630,000, $718,000
and $562,000, respectively.




The majority of our non-performing loans are secured by residential real estate which we
generally regard as presenting lower risk of credit loss due to the nature of the collateral. Ratios for loans
secured by one- to four- family residentia! properties were as follows:

December 31,

2004 2003
One- to four-family loans as a percentage of total 10ans!™ ...........cc.cooiiiviiinir s 78% 7%
Non-performing one- to four-family loans as a percentage of total non-performing loans™...................... 89 92
Percentage of non-performing one- to four-family loans with private mortgage insurance or other
GUARANTEES ..o eiieceiien e et e e e et e e et e 46 42
Average lcan-to-value of non-performing one- to four-family loans without private mortgage
INSUranCce or OthEr QUAANTEES .............cccoiiiiiiii e e s 66 65

" Includes equity lines of credit and home equity loans.

Impaired Loans. The Bank considers a loan impaired when, based on current information and
events, it is probable that the Bank will be unable to collect all amounts due according to the contractual
terms of the loan. Impairment for loans considered individually significant and that exhibit probable or
observed credit weaknesses are measured based on the present value of expected future cash flows
discounted at the loan’s effective interest rate, or the fair value of the collateral if the loan is collateral
dependent. If the determined fair value of an impaired loan is less than the carrying value of the loan and
a loss has deemed to have occurred, the Bank charges off the principal amount of the loan in excess of
fair value or net realizable value. For loans that are not individually significant (i.e. loans under $1.0
million), and represent a homogeneous population, the Bank evaluates impairment collectively based on
management reports on the level and extent of delinquencies, as well as historical loss experience for
these types of loans. These homogeneous loans are excluded from the impaired loan disclosures. The
Bank uses these criteria on one- to four-family residential loans, consumer loans, smaller multi-family
residential loans, and land loans. At December 31, 2004 and 2003, the Company had $3.4 million and
$2.6 million of impaired loans, respectively. The average balance of impaired loans for 2004 and 2003
was $2.7 million and $1.8 million, respectively.

Non-accrual investment securities. 1n addition to non-performing loans, included in non-
performing assets at December 31, 2003, were two aircraft-related asset-backed securities totaling $7.7
million that were on non-accrual status and classified as substandard. One of these securities, with a
December 31, 2003 carrying value of $6.7 million, was written down by $3.0 million in the fourth quarter
of 2002, and the other with a December 31, 2003 carrying value of $1.0 million was written down by $5.0
million in the first quarter of 2003 and by an additional $1.9 million in the third quarter of 2003 due to
continued declines in its estimated market value, A third security written down by $3.1 million in the first
guarter of 2003, which management had classified as special mention, was not included in non-
performing assets, was current as to principal and interest payments at December 31, 2003 and was still
accruing interest. The December 31, 2003 carrying value of this collateralized bond obligation security
was $4.9 million after the $3.1 million writedown. All three securities were sold during 2004 at a net gain
of $2.7 million.

Classified Assets. The federal regulators have adopted a classification system for problem
assets of insured institutions, which covers all problem assets and requires certain reserves. Under this
classification system, problem assets of insured institutions are classified as “substandard,” “doubtful,” or
“loss.” An asset is considered “substandard” if it is inadequately protected by the current net worth and
paying capacity of the obligor or the value of the collateral pledged, if any. “Substandard” assets include
those characterized by the “distinct possibility” that the insured institution will sustain “some loss” if the
deficiencies are not corrected. Assets classified as “"doubtful” have all of the weaknesses inherent in those
classified “substandard,” with the added characteristic that the weaknesses present make “collection or
liquidation in full,” on the basis of currently existing facts, conditions, and values, “highly questionable and
improbable.” Assets classified as “loss” are those considered “uncollectible” and of such little value that
their continuance as assets without the establishment of a specific loss reserve is not warranted. In
addition, a “special mention” category consists of assets, which currently do not expose the Company to a
sufficient degree of risk to warrant adverse classification, but do possess credit deficiencies deserving
management’s close attention.

In connection with the filing of its periodic reports with the OTS, the Bank regularly reviews the
problem assets in its portfolio to determine whether any loans or investments require classification in
accordance with applicable regulations. At December 31, 2004 and 2003, all of the Bank’s non-
performing loans were classified as substandard. In addition, at December 31, 2004, the Bank had
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classified $4.4 million of multi-family foans and $24.8 million of commercial loans as substandard for
regulatory purposes that were still accruing interest. The Bank also had $1.6 million of commercial loans
classified as doubtful of which $113,000 were non-accrual and the remaining $1.5 million were still
accruing interest. Special mention loans at December 31, 2004 and 2003 totaled $10.2 million and $39.1
million, respectively.

Allowance for Loan Losses. In evaluating the adequacy of the allowance for loan losses and
determining the related provision for loan losses, if any, management considers: (1) subjective factors,
including local and general economic business factors and trends, portfolio concentrations and changes in
the size and/or general terms of the loan portfolio, (2) historical loss experience and the change in the
mix of the overall portfolio composition over the last five years, (3) specific allocations based upon
probable losses identified during the credit review of the business banking portfolio, and (4) delinquency
in the portfolio and the composition of non-performing loans including the percent of non-performing
loans with supplemental mortgage insurance. Larger loans, typically secured by commercial real estate,
that exhibit probable or observed credit weaknesses are subject to individual review. In addition, various
regutatory agencies, as an integral part of their examination process, periodically review the Bank'’s
allowance for loan losses. Such agencies may require the Bank to recognize additions to the allowance
based on their judgments about information available to them at the time of their examination. In the
opinion of management, the allowance, when taken as a whole, is adequate to absorb probable losses in
the loan portfolio at December 31, 2004. While management uses available information to recognize
losses on loans, future adjustments to the allowance for loan losses may be necessary based on changes
in economic conditions and the impact of such change on the Bank’s borrowers.

The allowance for foan losses totaled $36.3 million at December 31, 2004, or .53% of total lcans
receivable, exclusive of loans held for sale, and $34.6 million, or .54% of total loans receivable at
December 31, 2003. An analysis of the changes in the allowance for loan losses for the years indicated is
presented in the table below.

Year Ended December 31,
2004 2003 2002 2001 2000
(Dollars in thousands)

Balance at beginning of year....................c.o.. $ 34,555 19,483 19,607 18,258 17,276

Charge-offs:
One- to four-family...........cooeeieiiiciicnn (241) (67) (78} (87) (136)
Equity lines of credit . (78) (44) (67) — (102)
Home equity loans................ccooois (168) — (26) — —
Consumer (80) (110) (22) (17) (18)
Multi-family ..o (174) — — —_ (275)
Commercial real estate.....................cccocens (41) — — — —
Commercial business loans...............c.cc.... (311) (148) (424) — —
(1.091) (369) (617) (104) (531)

Recoveries:
One- to four-family............cocovenninininnie 54 29 80 39 9
Equity iines of credit ................ccenininee 18 26 10 — —
Home equity loans.... 1 — — _ —

Consumer... 29 4 2 6 4

Multi-family ................... 93 — — — —

Commercial real estate................oovnin 8 -— 15 — —

Commercial business loans.......................... 76 11 106 — —

279 70 193 45 13

Charge-offs, net of recoveries... (812) (299) (424) (59) (518)
Provision for loan losses............ 1,215 R 300 — 1,500
Additions related to acquisitions........................ 1.297 15,371 — 1,408 —
Balance atend of year............ccocooovenan weorilo. $ 36,255 34.555 19,483 198,607 18,258
Net charge-offs to average loans outstanding.... 01% .01 .01 .00 .01
Allowance for loan losses to total loans

receivable, exclusive of cne- to four-

family loans held forsale................c.cco e, 53 .54 .44 .45 42
Aliowance for loan losses to total non-

performing 10ans...........cccovcvveeiiiiiiincs 11518 105.39 _16.72 100.80 109.27

The following table sets forth the Company’s allocation of its allowance for loan losses. This
allocation is based on management’s subjective estimates. The amount of reserves allocated to a
particular category may not be indicative of actual future losses, and amounts allocated to particular
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categories may change from year to year based on changes in management’s assessment of the risk
characteristics of the loan portfolio. An unallocated reserve is maintained to recognize the imprecision in
measuring and estimating loss when evaluating reserves for individual loans or categories of loans. The
allocation methods used during 2004, 2003 and 2002 were generally consistent. The increase in the
amount of the allowance and changes in the allocation of the allowance among loan categories at
December 31, 2004 compared to December 31, 2003 primarily reflect the additional allowance resulting
from the Chesterfield acquisition and changes in the loan portfolio composition. The allowance allocations
as a percentage of one- to four-family mortgage loans and home equity lines of credit decreased based on
management’s assessment of the improving economic conditions, the quality of underlying collateral,
delinquency and loss experience. The unallocated reserve decreased in 2004 based on consideration of
the improving economic conditions.

At December 31,

2004 2003 2002 2001 2000
Loan Loan Loan Loan l.oan
category as category as category as category as category as
% of Total % of Total % of Total % of Total % of Total
Allowance Loans Allowance Loans Allowance Loans Allowance Loans Allowance Loans
(Dollars in thousands)
One- to four-family ... $ 8627 58.38% $ 8,594 61.31% $ 9,062 78.70% $ 9,755 82.33% & 9,803 88.33%
Equity lines of credit... 6,758 18.52 5,420 14.03 2,080 8.78 1,448 5.99 1,142 3.39
Home equity loans ..... 329 .80 320 1.05 216 73 293 1.21 333 1.49
Multi-family ........c........ 3,912 9.40 3,721 9.65 2,030 5.90 1,730 4.57 1,480 4.01
Commercial real
10,960 7.33 11,304 7.94 2,846 3.23 2,646 3.24 1,978 .86
1,691 2.39 759 2.34 426 1.09 501 1.01 401 .69
807 .94 870 1.17 531 .96 656 1.03 606 .94
Consumer.... 47 A 191 .60 80 14 63 19 100 11
Commercial
business.............. 2,180 213 2,087 2.00 397 47 250 43 — .08

Unallocated
N/A 1,289 N/A 1,815 N/A 2,265 N/A 2,415 N/A
100.00% $ 34,555 10000%  $19.483 100.00% $ 19,607 100.00%  $_18,258 100.00%

At December 31, 2004, the Bank's loan portfolio consisted of $4.06 billion of one- to four-family
real estate loans, with an additional $1.23 billion of equity lines of credit or home equity loans on one- to
four-family real estate and other consumer loans. At December 31, 2004, 46% of the one- to four-family
non-performing loans carried private mortgage insurance or government guarantees. The average loan-
to-value ratio on the one- to four-family non-performing loans without supplemental mortgage insurance
was 66%. Based on the Bank’s underwriting standards, overall loan-to-value ratios, concentration of
lending primarily in its market area, and historically low charge off experience, management considers the
risk of loss on these loans to be low. The remaining 22.0% of the Bank's portfolio, or $1.53 billion,
consist of multi-family mortgage, commercial real estate, construction, land, and to a lesser extent,
commercial business loans. These loans generally tend to exhibit greater risk of loss than do one- to four-
family loans, primarily because such loans typically carry higher loan balances and repayment is
dependent, in large part, on sufficient income to cover operating expenses. In addition, economic events
and government regulations, which are outside the control of the Bank and the borrower, could impact the
security of the loan or the future cash flow of affected properties.

Net income of the Company could be affected if management’s estimate of the amount of loss that
may be incurred is materially different than actual results, which could require an additional provision for
loan losses. Management believes the allowance for loan losses is adequate at December 31, 2004.
However, future adjustments to the allowance may be necessary based on changes in economic
conditions and the impact of such changes may have on the Bank’s borrowers.

Investment Activities

Our strategy is to use our investment and mortgage-backed securities portfolios as stable sources
of interest income and to provide flexibility in managing our interest rate risk and liquidity needs. For this
reason, we keep our portfolios relatively short-term in nature and seek to limit exposure to credit risk.
These portfolios represented a combined 19.2% of our total assets at December 31, 2004 compared to
19.3% at December 31, 2003. We maintain a majority of our investment and mortgage-backed securities
in an available for sale portfolio, and we may sell these securities for liquidity needs, to alter asset/liability
management strategies or to manage risk-based capital levels. The classification of investments and
mortgage-backed securities as held to maturity, available for sale, or trading is made at the time of
purchase based upon management’s intent at that time. At December 31, 2004, $389.0 million of
investment securities classified as available for sale had a cost basis of $389.2 million. At December 31,
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2004, we had $245.0 million of mortgage-backed securities in a held to maturity portfolio. The loans
underlying these securities are loans we originated and swapped into mortgage-backed securities.

We owned $278.9 million of stock in the FHLB of Chicago at December 31, 2004, which is carried
at cost, representing 2.9% of total assets and 28.6% of stockholders’ equity. At December 31, 2004, we
were required to hold a minimum of $109.4 million based on our outstanding advances from the FHLB of
Chicago. The Bank may, subject to the discretion of the FHLB of Chicago, redeem at par any capital stock
greater than our required investment. While our voluntary investment has yielded us a higher than
market return in recent years, in mid 2004, we began reducing our voluntary stock position at the
recommendation of our asset liability committee (TALCO") in order to lower the investment concentration
that resulted from our 2003 acquisitions. We redeemed $125.7 million of FHLB of Chicago stock in 2004
and expect to redeem another $45.0 million of stock in the first quarter of 2005.

The following table sets forth certain information regarding the carrying value of our investment
and mortgage-backed securities portfolios at the dates indicated.

December 31,
2004 2003 2002
(Doltars in thousands)

Investment securities available for sale:
U.S. Government securities............c.cco.oo e $ 127,782 155,432 91,189

U.S. Agency securities ... 154,871 73,494 7,951
Asset-backed securities..... 19,988 47,738 62,530
Corporate debt securities .. 7,320 7,809 65,422
Bank trust preferred securities.. 61,928 62,668 58,230
Marketable equity securities ..... 17.070 18,193 22,913
Total investment securities.. ... $ 388,959 365.334 308235
Stock in FHLB of Chicago........ccc..occeeeuininene. $ 278916 384 643 169.708
Mortgage-backed securities
Available for sale..........cccevcviiirininin $ 948,168 971,969 365,638
Held to maturity $ 245021 — —
Total mortgage-backed securities ......... $1,193,188 971,969 365,638

The table below sets forth information regarding the carrying value, weighted average yields
based on amortized cost, and maturities of the Company’s investment and mortgage-backed securities.

At December 31, 2004

One Year or Less 1to5 Years 5to 10 Years More than 10 Years Total Investment Securities
Weighted Weighted Weighted Weighted Average Weighted
Carrying Average Carrying Average Carrying Average Carrying Average Life in Carrying Fair Average
Value Yield Value Yield Value Yield Value Yield Years Value Value Yield

{Dollars in thousands)
U.S. Government

securnities............ $11,883 4.26% $114783 3.20% $1,116 3.74% $ — —% 269 § 127,782 $§ 127,782 3.30%
U.S. Agency
securities............ 2,895 2.24 146,907 3.20 — — 5,069 317 3.22 154,871 154,871 3.18
Asset-backed
securities............ — — 13,107 2.89 — — 6,881 5.81 10.61 19,988 19,988 3.90
Corporate debt
securities............. 571 47.00 6,749 12.12 — — — — 2.55 7,320 7,320 14.85
Bank trust preferred
securities............ — — — — — — 61,928 4.49 27.24 61,928 61,928 4.49
Marketable equity
securities:™" ........
GSE preferred
stock....cnn — — — — — — 16,521 3.17 — 16,521 16,521 3.17
Other .......ocooeevunune — — — — — — 549 — — 549 549 —
Stock in FHLB of
Chicago® .............. — — — — — — 278,916 5.50 — 278,916 278,916 5.50

Mortgage-backed

securities available

forsale™............ 220,918 4.21 411,221 4.19 223,197 4.21 92,832 4.20 2.96 948,168 948,168 4.08
Mortgage-backed

securities held to

maturity® .............. 32,233 462 98494  4.81 75,261 4.57 39,033 4.59 4.48 245021 244815 459
TOt@l v $268.500 433% 791261 396 299574 430 501,729 4.96 421 $1B861.064 $1.860.658 4.28%

Marketable equity securities and Stock in the FHLB of Chicago with no stated maturity are included in the “More than 10 Years” category. These
securities are excluded in the calculation of average life.

@ The yield reflects the fourth quarter 2004 FHLB dividend of 5.50% which was declared in January 2005 and paid in February 2005.

@ The repricing distributions and yields to maturity of mortgaged-backed securities are based upon estimated future cash flow and prepayments.
Actual repricings and yields of the securities may differ from that reflected in the table depending upon actua! interest rates and prepayment
speeds.

The bank trust preferred securities shown in the tables above represent investments in several
different pools of collateralized debt securities consisting of primarily 30-year capital securities issued by
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various banks, thrifts and insurance companies. The underlying pool of issuers of the collateralized debt
securities are well diversified as to asset size and geography. These securities are primarily LIBOR-
indexed floating rate securities and contain an issuer call provision at par anytime after five years. The
individual issuers of trust preferred securities have the ability to defer interest payments for up to 20
consecutive quarters in certain circumstances. At December 31, 2003, $365.3 million of investment
securities classified as available for sale had a cost basis of $364.2 million.

During 2004, the Company recorded a $2.0 million other-than-temporary impairment on two
Freddie Mac floating-rate preferred stock securities with an aggregate carrying value of $8.8 million. The
Company recorded the writedown because the current yield on these securities is below market interest
rates, the fair value has been below cost for an extended period, and a recovery in fair value is not
assumed within a reasonably short period of time. During 2003, the Company wrote down a $9.3 million
floating-rate debt security by $6.9 million due to insufficient cash flow underlying the repayment of the
security. This security was collateralized by various aircraft assets and leases. Another $7.4 miilion
floating-rate security collateralized debt obligation which was secured by various high-yield debt securities
was written down by $3.1 million during 2003. A charge taken'in 2002 relating to a third $8.5 million
floating-rate security in default following its maturity in December 2002. This security was collateralized
by various aircraft leased to a major carrier that filed bankruptcy in the fourth quarter of 2002. These
three securities were sold in 2004 at a gain of $2.7 million.

The Bank has a wholly-owned subsidiary organized as a Nevada corporation that was acquired in
the St. Francis acquisition. This subsidiary holds and manages a portfolio of our investment securities. At
December 31, 2004, the Bank's total investment in the Nevada subsidiary was approximately $426.5
million, and the subsidiary had assets of $428.5 million consisting primarily of mortgage-backed
securities.

Wisconsin does not require consolidated tax returns and because the subsidiary is out of state, its
income has not been subject to state income tax in Wisconsin. From time to time legisiation has been
proposed that would require consolidated reporting requirements in Wisconsin. Representatives of the
Wisconsin Department of Revenue have indicated that the Department may revoke its previously issued
favorable tax rulings relating to such Nevada subsidiaries, even though there has not been any
intervening change in law. The Department also has implemented a program for the audit of Wisconsin
financial institutions that have subsidiaries incorporated and located in Nevada, and may seek to assert a
basis for imposition of Wisconsin income taxes on income from those operations, either retroactively or
prospectively. The Company is not currently under audit by the Department.

In addition to our investment securities and mortgage-backed securities portfolios, we maintain a
portion of our assets in more liquid investments for daily liquidity management. The Bank’s liquid
investments include interest-bearing deposits, primarily at the Federal Home Loan Bank of Chicago,
federal funds sold and U.S. Government and federal agency obligations. The Bank invests overnight
federal funds with two large commercial banks in Chicago, based upon periodic review of these
institutions’ financial condition. The Bank generally limits overnight federal funds sold investments to
$100.0 million at any one institution.

Deposits and Borrowed Funds

Deposits. The Bank offers a variety of deposit accounts having a wide range of interest rates and
terms. The Bank'’s deposits consist of passbook accounts, interest-bearing and non-interest bearing
checking accounts, money market and certificate accounts. The Bank has historically only solicited
deposits from its market areas and has not used brokered deposits. However, at December 31, 2004, the
Bank had $5.0 million of brokered deposits remaining as a result of the St. Francis acquisition. The Bank
relies primarily on competitive pricing policies, advertising, and customer service to attract and retain
deposits. The flow of deposits is influenced significantly by general economic conditions, changes in
money market and prevailing interest rates and competition. In the last several years, the Bank has
emphasized growth in core accounts, defined as commercial and non-interest bearing checking accounts,
interest-bearing checking accounts, money market accounts, and passbooks. We have increased our
advertising and marketing promotions and have introduced more competitively priced, higher rate
checking and money market products. At December 31, 2004, the ratio of core deposits to total deposits
increased to 59.6% compared to 58.2% at December 31, 2003, primarily due to the success of the Bank’s
new high rate checking account product. At December 31, 2004, the Bank had $326.2 million of
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certificates of deposit at an average rate of 2.61% with original maturities of 13 to 23 months, that
contain a one-time option for the owner to increase the interest rate to current rates.

The following table sets forth the composition of deposits by type at the dates indicated and the
change in the dollar amount of deposits for the periods shown:

At or For the Year

At or For the Year Ended At or For the Year Ended Ended
December 31, 2004 December 31, 2003 December 31, 2002
% of Increase % of Increase % of

Amount Deposits  (Decrease)  Amount Deposits  (Decrease) Amount Deposits

(Dollars in thousands)

Commercial checking..... $ 239,249 40% $ 22,760 $ 216,489 38% $ 66484 $ 150,005 4.0%
Non-interest bearing checking.. 250,569 4.2 32,123 218,446 3.9 79,327 139,119 3.7
Interest-bearing checking...... 972,009 16.4 416,334 555,675 10.0 192,786 362,889 9.7
Commercial money markets.. . 64,810 1.1 45,298 19,512 3 (3,056) 22,568 6
Money markets ..................... . 611,507 10.3 (273,709) 885,216 15.9 449,640 435,576 11.6
Passbooks .............. . 1,399,099 236 45218 1,353,881 242 347,291 1,006,590 268
Total core deposits .. 3,537,243 59.6 288,024 3,249,219 58.2 1,132,472 2,116,747 56.4
Cetrtificates of deposit..... 2,395 605 404 71.880 2,323 725 417 689,448 1,634,277 43.6
Unamortized premium... . 2,860 — (4.651) 7.511 A 7.298 213 —
Total deposits ..o .. $5,935,708 1000%  $2355253 $5.580,455 100.0% $1.829.218 §3.751.237 100.0%

The following table sets forth the distribution and the weighted-average nominal interest rates of
the Bank’s average deposits for the years indicated:

Year Ended
December 31, 2004 December 31, 2003 December 31, 2002
Weighted Weighted Weighted
Percent  Average Percent Average Percent Average
Average of Total Nominal Average of Total Nominal Average of Total Nominal
Balance Deposits Rate Balance Deposits Rate Balance  Deposits Rate
(Dollars in thousands)
Commercial checking.............ococevieiens $ 236,300 4.15% —% $ 167,743 4.07% —% $ 124,801 3.41% —%
Non-interest bearing checking.. . 226,661 3.98 — 161,400 3.91 — 124,726 3.41 —
Interest-bearing checking...... . 824,603 14.49 84 410,261 9.95 59 334,882 9.15 .81
Money markets ... 690,950 12.14 76 494,676 12.00 1.06 436,317 11.92 1.93
Commercial money markets............... 72,082 1.27 1.13 20,151 A9 1.36 26,456 72 2.30
PassSbooKS .......ccoovvieeriiriiiareceeee 1,364,904 24.00 _.58 1,144,729 27.76 _.81 936,512 25.58 1.68
Total checking, money market and
passbook accounts .................... 3.415480 60.03 _ .62 2,398.960 58.18 72 1,983,694 54.19 1.39
Certificates with origina! maturities of:
8 months or 1ess ........cccceveceiriieninns 406,613 7.15 125 383,347 9.30 1.20 357,187 9.76 223
7t0 12 months............. 730,816 12.85 228 380,965 9.24 249 248,200 6.78 3.36
Greater than 1 to 3 years. 956,551 16.81 2.41 784,688 19.03 275 944,075 25.79 428
Greater than 3 years.............. 179,802 3.16 4.36 175,126 4.25 4.61 127,410 3.48 531
Total certificates of deposits....... 2273782 39.97 2.31 1,724 126 41.82 254 1,676,872 45.81 379
Total average deposits .................... $ 5.689,262 100.00% 1.29% $4,123.086 100.00% 148% $3.660.566 100.00% 2.48%

The following table presents, by various interest rate categories, the amount of certificates of
deposit outstanding at December 31, 2004, 2003, and 2002, and the periods to maturity of the
certificates of deposit outstanding at December 31, 2004:

December 31, Period to Maturity as of December 31, 2004
Within One 1to3 Over 3
2004 2003 2002 Year Years Years Total

(Dollars in thousands)
Certificates of deposit:

Upto1.99%...ccocoovivninininns $ 653,304 1,066,024 330,189 647,527 5,674 103 653,304
2.00% to 2.99% .. . 1,100,135 479,922 543,576 780,610 315,947 3,578 1,100,135
3.00% t0 3.99% ... 394,822 433,245 338,585 109,245 199,616 85,961 394,822
4.00% and greater. 247,344 354,534 421,927 129,671 83,207 34,466 247,344

Totaloor..... . $2.395605  2.323.725 1634277 1667.053 604444 124,108  2.395605

At December 31, 2004, the Bank had outstanding $533.3 million in certificate of deposit accounts
in amounts of $100,000 or more maturing as follows:

Period to Maturity Amount

(Dollars in thousands)
Three months Or 1SS ......ccoeeivieiiiiiiicceecee e $ 135,210
QOver three through six months. - 80,696
Over six through 12 months . 148,014
OVer 12 MONtNS....cviiiii it 168,342
TOMI et $ 533,262
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Borrowed Funds. Although deposits are the Bank'’s primary source of funds, we also utilize
borrowings, such as advances from FHLB of Chicago, and to a lesser extent, reverse repurchase
agreements, when they are a less costly source of funds than retail deposits or when we have
opportunities to reinvest borrowed funds at a positive rate of return.

Federal Home Loan Bank of Chicago Advances. The Bank obtains advances from the FHLB of
Chicago secured by its capital stock investment in the FHLB of Chicago and a blanket pledge of certain of
its mortgage loans. See “"Regulation and Supervision—Federal Home Loan Bank System.” Such advances
are made pursuant to several different credit programs, each of which has its own interest rate and range
of maturities. The maximum amount that the FHLB of Chicago will advance to member institutions,
including the Bank, for purposes other than meeting withdrawals, fluctuates from time to time in
accordance with the policies of the FHLB of Chicago. The maximum amount of FHLB of Chicago advances
to a member institution generally is reduced by secured borrowings from any other source. At
December 31, 2004, the Bank’s FHLB of Chicago advances totaled $2.19 billion, or 22.6% of total assets,
compared to $2.10 billion, or 23.6% of total assets at December 31, 2003.

Included in FHLB of Chicago advances at December 31, 2004 are $365.0 million of fixed-rate
advances with original scheduled maturities of 5 to 10 years, which mature beyond 2005 and are putable
at the discretion of the FHLB of Chicago as follows: $290.0 million at 4.90% in 2005, $75.0 million at
2.94% in 2006. The average term to maturity on these advances is 49 months, while the average term to
put is seven months. At inception, the Bank receives a lower cost of borrowing on such advances than on
similar termed non-putable advances, in return for granting the FHLB of Chicago the option to put the
advances prior to their final maturity. If put, the FHLB of Chicago will provide replacement funding,
should the Bank want or need to refinance the borrowing, at the then prevailing market rate of interest for
the remaining term to maturity of the advances, subject to standard terms and conditions. Of the FHLB
advances we had outstanding at December 31, 2004, we expect $50.0 million (with an average rate of
2.52%) is likely to be put back to us in 2005.

Unsecured Term Bank Loan and Line of Credit. In 2004, the Company renegotiated and
increased its unsecured term bank loan by $25.0 million in conjunction with its acquisition of Chesterfield
Financial. The loan agreement provides for an interest rate of one, two, three, six or twelve-month LIBOR
at the option of the borrower plus 110 basis points. At December 31, 2004, the interest rate is currently
one-month LIBOR plus 110 basis points, or 3.29%. At December 31, 2004, the balance of the unsecured
term loan is $70.0 million and the scheduled principal payments of $7.0 million are due on December 31,
of each year from 2005 through 2010 with a final balloon payment of $28.0 million due on December 31,
2011. Prepayments of principal are allowed without penalty at the end of any repricing period.

In conjunction with the unsecured term bank loan, the Company also maintains a $55.0 million
one-year unsecured revolving line of credit that matures October 31, 2005. The line is generally
renewable at maturity at the mutual agreement of the Company and the lender. The loan provides for an
interest rate of one, two, three, six or twelve-month LIBOR at the option of the borrower plus 95 basis
points and may be prepaid at the end of any repricing period. At December 31, 2004, there is a $10.0
million outstanding balance on the line of credit at an interest rate of 3.43%.

The credit agreement contains covenants that, among other things, require the Company to
maintain a minimum stockholders’ equity balance and to obtain certain minimum operating results, as
well as requiring the Bank to maintain “well capitalized” regulatory capital levels and certain non-
performing asset ratios. In addition, the Company has agreed to certain restrictions on additional
indebtedness and agreed not to pledge any stock of the Bank or MAF Developments for any purpose. At
December 31, 2004, the Company was in compliance with these covenants.
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Reverse Repurchase Agreements. The Bank enters into sales of securities under agreements
to repurchase the identical securities (“reverse repurchase agreements”) with nationally recognized
primary securities dealers. These reverse repurchase agreements are treated as financings and are
reflected on our balance sheet as other borrowings. The securities underlying the agreements are
delivered to the dealers who arrange the transaction and continue to be reflected as assets on our balance
sheet. The usual terms of these agreements require us, generally after a short period of time, to
repurchase the same securities at a predetermined price or yieid. In conjunction with the St. Francis
acquisition in 2003, the Bank assumed $105.0 million of reverse repurchase agreements. The following
table presents certain information regarding reverse repurchase agreements as of the end of and for the
periods indicated:

Year Ended December 31,

2004 2003 2002
(Dollars in thousands)
Balance at end of period ........ccococvoeieeiceiiiee, $ 300,000 $ 105,000 —
Maximum month-end balance .. .. 300,000 105,000 —
Average balance ... . 195492 105,000 —
Weighted average rate at end of period ... . 2.42% 1.64% —
Weighted average rate on average balance........ 1.69 1.64 —

At December 31, 2004, our reverse repurchase agreements were all fioating rate and had
maturities ranging from fifteen months to 4.8 years. The interest rate on $225.0 million of these
agreements is indexed to prime and ranges from prime minus 275 basis points to prime minus 280 basis
points. The remaining $75.0 million have interest rates ranging from three-month LIBOR minus 50 basis
points to three-month LIBOR minus 75 basis points. The LIBOR indexed repurchase agreements are
putable quarterly in 2006. At December 31, 2004, reverse repurchase agreements were collateralized by
investment, mortgage-backed and collateralized mortgage obligation ("CMO")securities with a carrying
value of $315.0 million and a market value of $313.7 million. We intend to continue to use reverse
repurchase agreements as an additional funding source.

For certain customers with significant funds available for deposit at the Bank, the Bank offers
“retail” repurchase agreements under which the Bank collateralizes its obligation to repay the customer
funds with U.S. government or agency securities. The retail repurchases, which totaled $24.9 million at
December 31, 2004, are collateralized by one mortgage-backed security and two CMO securities with a
carrying value of $21.9 million and market value of $21.9 million.

The following table is a summary of the Company’s borrowed funds at December 31, 2004 and
2003. The weighted average rates are contractual rates and are not adjusted for purchase accounting
adjustments. The unamortized premium was created in 2003 as purchase accounting adjustments in the
acquisitions of Fidelity and St. Francis. At December 31, 2004, the effective borrowing costs, including
amortization of the premium, were 3.70% compared to 3.80% at December 31, 2003.

December 31, 2004 December 31, 2003
Weighted Weighted
Interest Average Average
Rate Range Rate Amount Rate Amount

(Dollars in thousands)

Fixed-rate advances from FHLB due:

Within 1 year ... . 2.24% - 7.20% 534% $ 613,125 5.32% $§ 390,000
1to2years.. 183 - 6.82 3.56 560,000 5.34 619,375
2to 3 years .. 323 - 3.88 3.57 210,000 4.30 210,000
3to 4 years .. 249 - 586 4.78 425,000 3.82 150,000
4to5years.. .. 254 -586 4.67 75,000 4.90 375,000
5106 YEArS ..ocovvviieiieie e 277 - 542 3.65 105,000 4.67 75,000
BIO7 YOArS .oocviiiiee e — — — 3.65 105,000
Total fixed rate advances 183 -~ 7.20 442 1,988,125 4.90 1,924,375
Adjustable-rate advances from FHLB due:
WIthin 1 Year ........cooovieincer e 216 - 2.31 2.23 100,000 1.16 30,000
1to 2 years .. .. 217 - 2863 2.40 100,000 1.19 100,000
2t03yEaIS ..o — — — 1.21 50,000
Total adjustable rate advances .. .. 216 - 2863 2.32 200,000 1.19 180,000
Total advances from FHLB ..... . AB3% - 7.20% 4.22 2,188,125 4.58 2,104,375
Unsecured term bank loan......... 3.29 70,000 2.26 45,000
Unsecured line of credit ... 3.43 10,000 217 10,000
Other borrowings......... 2.35 325,662 1.55 120,977
Unamortized premium...... 6,880 19.075

Total borrowed fun —3.96% $2.600,667 _4.36% $2299427
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Real Estate Development

We engage in the business of purchasing unimproved land for development into residential
subdivisions of single-family lots primarily through MAFD, a wholly-owned subsidiary of the Company. We
started this business in 1974 and since that time have developed and sold over 6,300 lots in 23 different
subdivisions primarily in the western suburbs of Chicago. MAFD typically acts as sole principal or as a
joint venture partner in our development projects. Historically, we have provided essentially all of the
capital for a joint venture and receive in exchange an ownership interest in the joint venture which
entitles us to a percentage of the profit or loss generated by the project, generally 50-60%, with the exact
percentage based upon a number of factors, including characteristics of the venture, the perceived risks
involved, and the time to completion. The net profits are generally defined in the joint venture agreement
as the gross profits of the joint venture from sales, less all expenses, loan repayments and capital
contributions. In addition, MAFD may from time to time invest in residential real estate projects, typically
structured as limited partnership investments, managed by unaffiliated parties.

The following is a summary as of December 31, 2004, of our pending residential real estate
projects:

Lots
Number Remain-
Date Land Lots ing For Investment
Description of Project Acquired Sold Sale Balance

(Dollars in thousands)
Springbank of Plainfieid
1,599 residential lots; 281 multi-family units and 45.8

acres for commercial development...........ccccocoeveee. 12/02-11/04 — 1,599 $ 34,654
Shenandoah
326 residential 10ts ... 6/00 322 4 221

Tallgrass of Naperville
952 residential lots; 19.3 acres for multi-family
homes; 12.8 acres for commercial
development™ ... 11/96-8/01 949 3 216

Al of the multi-family and commercial acreage has been previously sold.

Springbank of Plainfield. This project consists of 950 acres in Plainfield, Illinois, located in Will
County southwest of Chicago along the fast-developing I-55 corridor. The project received local zoning
and plan approvals in the fourth quarter of 2004, approximately six months later than we anticipated due
to various delays in the municipal pfanning process. We commenced development work in December
2004. The project is expected to have approximately 1,599 single-family residential lots and 281 multi-
family units with an additional 45.8 acres zoned for commercial development. During the first quarter of
2005, we offered a total of 305 lots for sale in two phases. To date, 148 of these lots are currently under
contract to be sold. Lot sale closings are expected to begin in the third quarter of 2005.

The aggregate purchase price of contracts for land in this development is $38.3 million, of which
$33.2 million has been disbursed to date, including $9.2 million disbursed in 2004 and $21.0 million
disbursed in 2003, The investment balance also includes engineering, survey and other preliminary
development costs. Based on the current plans for this project and the existing land purchase contracts,
current estimated future developments costs (including the remaining land acquisition costs) are
approximately $57 million.

Shenandoah. This project consists of approximately 326 single-family lots, also in Plainfield,
Illinois. Development began in mid 2002, and to date, we have sold 322 lots. There were no lots under
contract at December 31, 2004. We anticipate the remaining four lots in this development will be sold by
the third quarter of 2005. We estimate an additional $2.7 million of final improvements will be made to
complete this project.

Tallgrass of Naperville. This project consists of 447 acres in three separate parcels in
Naperville, Illinois. The project also had 19.3 acres available for multi-family units, as well as 12.8 acres
of commercially-zoned land which we sold in bulk to developers. Only three residential lots remained at
December 31, 2004. Currently, we estimate an additional $903,000 of disbursements will be necessary to
complete this project.
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Regulation and Supervision

General. The Company, as a savings and loan holding company, is required to file certain reports
with, and otherwise comply with the rules and regulations of, the OTS under the Home Owners’ Loan Act
(the "HOLA”"). In addition, the activities of savings institutions, such as the Bank, are governed by the
HOLA and the Federal Deposit Insurance Act ("FDI Act”).

The Bank is subject to extensive regulation, examination and supervision by the OTS, as its
primary federal regulator, and the FDIC, as the deposit insurer. The Bank is a member of the Federal
Home Loan Bank ("FHLB"”) System and its deposit accounts are insured up to applicable limits by the
Savings Association Insurance Fund ("SAIF”) managed by the FDIC. The Bank must file reports with the
OTS and the FDIC concerning its activities and financial condition in addition to obtaining reguiatory
approvals prior to entering into certain transactions such as mergers with, or acquisitions of, other savings
institutions. The OTS and/or the FDIC conduct periodic examinations to test the Bank’s compliance with
various regulatory requirements. This regulation and supervision establishes a comprehensive framework
of activities in which an institution can engage and is intended primarily for the protection of the insurance
fund and depositors. The reguiatory structure also gives the regulatory authorities extensive discretion in
connection with their supervisory and enforcement activities and examination policies, including policies
with respect to the classification of assets and the establishment of adeguate loan loss reserves for
regulatory purposes. Any change in such regulatory requirements and policies, whether by the OTS, the
FDIC or the Congress, could have a material adverse impact on the Company, the Bank and their
operations. Certain regulatory reguirements applicable to the Bank and to the Company are referred to
below or elsewhere herein. The description of statutory provisions and regulations applicable to savings
institutions and their holding companies set forth in this Form 10-K does not purport to be a complete
description of such statutes and regulations and their effects on the Bank and the Company.

Holding Company Regulation. The Company is a nondiversified unitary savings and loan
holding company within the meaning of the HOLA. As a unitary savings and loan holding company, the
Company generally will not be restricted under existing laws as to the types of business activities in which
it may engage, provided that the Bank continues to be a qualified thrift lender ("QTL"). See “Federal
Savings Institution Regulation—QTL Test.” Upon any non-supervisory acquisition by the Company of
another savings institution or savings bank that meets the QTL test and is deemed to be a savings
institution by the OTS, the Company would become a multiple savings and loan holding company (if the
acquired institution is held as a separate subsidiary) and would be subject to limitations on the types of
business activities in which it could engage. The HOLA limits the activities of a multiple savings and loan
holding company and its non insured institution subsidiaries primarily to activities permissible for bank
holding companies under Section 4(c)(8) of the Bank Holding Company Act of 1956, as amended ("BHC
Act”), subject to the prior approval of the OTS, and activities authorized by OTS regulation. No multiple
savings and loan holding company may acquire more than 5% of the voting stock of a company engaged
in impermissible activities.

The HOLA prohibits a savings and loan holding company, directly or indirectly, or through one or
more subsidiaries, from acquiring more than 5% of the voting stock of another savings institution or
holding company thereof, without prior written approval of the OTS; or acquiring or retaining control of a
depository institution that is not insured by the FDIC. In evaluating applications by holding companies to
acquire savings institutions, the OTS must consider the financial and managerial resources and future
prospects of the company and institution involved and the effect of the acquisition of the institution on the
risk to the insurance funds, the convenience and needs of the community and competitive factors.

Although savings and loan holding companies are not subject to specific capital requirements or
specific restrictions on the payment of dividends or other capital distributions, HOLA does prescribe such
restrictions on subsidiary savings institutions, as described below. The Bank must notify the OTS 30 days
before declaring any dividend to the Company. In addition, the financial impact of a holding company on
its subsidiary institution is @ matter that is evaluated by the OTS and the agency has authority to order
cessation of activities or divestiture of noninsured subsidiaries deemed to pose a threat to the safety and
soundness of the institution.

Federal Savings Institution Regulation

Capital Requirements. The OTS capital regulations require savings institutions to meet three
minimum capital standards: a 1.5% tangible capital ratio, a 3% leverage (core capital) ratio for
institutions receiving the highest rating on the CAMEL financial institution rating system, and 4% leverage
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(core capital) ratio for all other institutions, and an 8% risk-based capital ratio. In addition, the prompt
corrective action standards discussed below also establish, in effect, a minimum 2% tangible capital
standard, a 4% leverage (core) capital ratio (3% for institutions receiving the highest rating on the CAMEL
financial institution rating system), and, together with the risk-based capital standard itself, a 4% Tier
risk-based capital standard. The OTS regulations also require that, in meeting the leverage ratio, tangible
and risk based capital standards, institutions must generally deduct investments in and loans to
subsidiaries engaged in activities as principal that are not permissible for a national bank. The risk based
capital standard for savings institutions requires the maintenance of Tier I (core) and total capital (which
is defined as core capital and supplementary capital) to risk-weighted assets of at least 4% and 8%,
respectively. The acquisitions of Fidelity, St. Francis and Chesterfield did not have a significant impact on
capital adequacy levels.

At December 31, 2004 and 2003, the Bank was in compliance with the current capital
requirements as follows:

December 31, 2004 December 31, 2003
Percent Percent
Amount of Assets Amount of Assets
(Dollars in thousands)
Stockholder's equity of the BanK..........c...cco.cvieerrcenne.. $ _983.865 10.22% $_896,783 10.10%
Tangible capital ..o $ 664,449 7.14 $ 615582 7.16
Tangible capital requirement ...........cccoovceienneieeiinn, 139,642 _1.50 129,000 _1.50
EXCESS oottt e $ 524,807 _564% $_486582 _5.66%
COre Capital oo $ 664,449 7.14 $ 615,582 7.16
Core capital requirement...............ccccevcenierecrcnrecrnnen. 372.379 _4.00 343,999 _4.00
EXCESS ..ttt et e e $ 292,070 _314% $_271.583 _3.16%
Core and supplementary capital .............ccoccrcecvrnnnnn, $ 687,500 11.30 $ 640,413 11.45
Risk based capital requirement............cc.ocecvviniccnne 486.665 _8.00 447,366 _800
EXCESS . ovieveirieiee et e $_200.835 .3.30% $_193,047 _345%
Total Bank @SSetS ......oooiieiicec e $ 9,629,108 $ 8,882,976
Adjusted total Bank assets............ccccecevviecincicen, 9,309,466 8,599,968
Total risk weighted assets.........c.cccocevnceciiiniciinn 6,402,954 5,875,087
Adjusted total risk weighted assets...........c..ccoeeriennn. 6,083,312 5,592,079

The following table reflects the adjustments required to reconcile the Bank’s stockholder’s equity
to the Bank’s regulatory capital as of December 31, 2004:

Tangible Core Risk-Based
(Doilars in thousands)

Stockholder’s equity of the Bank ..................co e $ 983,865 983,865 983,865
Goodwill and core deposit intangibles .. (318,231) (318,231) (318,231)
Non-permissible subsidiary deduction (392) (392) (392)
Non-includible purchased mortgage

Servicing rights.........cocco i (2,570) (2,570) (2,570)
Regulatory capital adjustment for available for

sale SECUMLIES ........c.cooieveriererc e 1,777 1,777 1,777
Recourse on loan sales.........ce..c..... . — —_ (13,204)
General allowance for loan losses............ . — — 36,255

Regulatory capital........cc..oooocriiviiniineee e $ 664.449 664,449 687,500

Prompt Corrective Regulatory Action. Under the OTS prompt corrective action regulations,
the OTS is required to take certain supervisory actions against undercapitalized institutions, the severity
of which depends upon the institution’s degree of undercapitalization. Generally, a savings institution is
considered “well capitalized” if its ratio of total capital to risk-weighted assets is at least 10%, its ratio of
Tier I (core) capital to risk-weighted assets is at least 6%, its ratio of core capital to total assets is at least
5%, and it is not subject to any order or directive by the OTS to meet a specific capital level. A savings
institution generally is considered “adequately capitalized” if its ratio of total capital to risk-weighted
assets is at least 8%, its ratio of Tier I (core) capital to risk-weighted assets is at least 4%, and its ratio of
core capital to total assets is at least 4% (3% if the institution receives the highest CAMEL rating). A
savings institution that has a ratio of total capital to weighted assets of less than 8%, a ratio of Tier I
(core) capital to risk-weighted assets of less than 4% or a ratio of core capital to total assets of less than
4% (3% or less for institutions with the highest examination rating) is considered to be
“undercapitalized.” A savings institution that has a total risk-based capital ratio less than 6%, a Tier 1
risk-based capital ratio of less than 3% or a leverage ratio that is less than 3% is considered to be
“significantly undercapitalized,” and a savings institution that has a tangible capital to assets ratio equal to
or less than 2% is deemed to be “critically undercapitalized.” Subject to a narrow exception, the banking
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regulator is required to appoint a receiver or conservator for an institution that is “critically
undercapitalized.” The regulation also provides that a capital restoration plan must be filed with the OTS
within 45 days of the date a savings institution receives notice that it is “undercapitalized,” “significantly
undercapitalized” or “critically undercapitalized.” Compliance with the plan must be guaranteed by any
parent holding company. In addition, numerous mandatory supervisory actions become immediately
applicable to an undercapitalized institution, including, but not limited to, increased monitoring by
regulators and restrictions on growth, capital distributions and expansion. The OTS could also take any
one of a number of discretionary supervisory actions, including the issuance of a capital directive and the
replacement of senior executive officers and directors.

Insurance of Deposit Accounts. The FDIC has adopted a risk-based deposit insurance system
that assesses deposit insurance premiums according to the level of risk involved in an institution’s
activities. An institution’s risk category is based upon whether the institution is classified as “well
capitalized,” “"adequately capitalized” or “undercapitalized” and one of three supervisory subcategories
within each capital group. The supervisory subgroup to which an institution is assigned is based on a
supervisory evaluation and information which the FDIC determines to be relevant to the institution’s
financial condition and the risk posed to the deposit insurance fund. Based on its capital and supervisory
subgroups, each Bank Insurance Fund ("BIF”) and SAIF member institution is assigned an annual FDIC
assessment rate, with an institution in the highest category (i.e., well-capitalized and healthy) receiving
the lowest rates and an institution in the lowest category (i.e., undercapitalized and posing substantial
supervisory concern) receiving the highest rates. The FDIC has authority to further raise premiums if
deemed necessary. If such action is taken, it could have an adverse effect on the earnings of the Bank.

The Deposit Insurance Funds Act of 1996 (the “Funds Act”) imposed a special one-time
assessment on SAIF members, including the Bank, to recapitalize the SAIF. The SAIF was
undercapitalized due primarily to a statutory requirement that SAIF members make payments on bonds
issued in the late 1980’s by the Financing Corporation ("FICO") to recapitalize the predecessor to SAIF.
The Funds Act spreads the obligations for payment of the FICO bonds across all SAIF and BIF members.
As of the first quarter of 2005, BIF and SAIF deposits will be assessed a FICO payment of 1.44 basis
points.

As a result of the Funds Act and the FDI Act, the FDIC voted to effectively lower SAIF assessments
in a range of 0 to 27 basis points as of January 1, 1997. The Bank’s assessment rate for the year ended
December 31, 2004 was the lowest available to well-capitalized financial institutions. A significant
increase in SAIF insurance premiums would likely have an adverse effect on the operating expenses and
results of operations of the Bank.

Under the FDI Act, insurance of deposits may be terminated by the FDIC upon a finding that the
institution has engaged in unsafe or unsound practices, is in an unsafe or unsound condition to continue
operations or has violated any applicable law, regulation, rule, order or condition imposed by the FDIC or
the OTS. The management of the Bank does not know of any practice, condition or violation that might
lead to termination of deposit insurance.

Community Reinvestment. Under the Community Reinvestment Act, or the CRA, a financial
institution has a continuing and affirmative obligation, consistent with its safe and sound operation, to
help meet the credit needs of its entire community, including low- and moderate-income neighborhoods.
The CRA does not establish specific lending requirements or programs for financial institutions, or limit an
institution’s discretion to develop the types of products and services that it believes are best suited to its
particular community that are consistent with the CRA. Institutions are rated on their performance in
meeting the needs of their communities. Performance is tested in three areas: (a) lending, which
evaluates the institution’s record of making loans in its assessment areas; (b) investment, which
evaluates the institution’s record of investing in community development projects, affordable housing and
programs benefiting low or moderate income individuals and businesses; and (c) service, which evaluates
the institution’s delivery of services to residents of its communities through its branches, ATMs and other
offices. The CRA requires each federal banking agency, in connection with its examination of a financial
institution, to assess and assign one of four ratings to the institution’s record of meeting the credit needs
of its community and to take this record into account in evaluating certain applications by the institution,
including applications for charters, branches and other deposit facilities, relocations, mergers,
consolidations, acquisitions of assets or assumptions of liabilities, and savings and loan holding company
acquisitions. The CRA also requires that all institutions publicly disclose their CRA ratings. The Bank
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received a “satisfactory” rating on its CRA performance evaluation prepared by the OTS on August 13,
2002, the most recent report the Bank has received.

Impact of the Gramm-Leach-Bliley Act. The Gramm-Leach-Bliley Act, or the GLB Act,
significantly reformed various aspects of the financial services business, including, but not limited to:
(i) the establishment of a new framework under which bank holding companies and, subject to numerous
restrictions, banks can own securities firms, insurance companies and other financial companies;
(ii} subjecting banks to the same securities regulation as other providers of securities products; and
(iii) prohibiting new unitary savings and loan holding companies from engaging in nonfinancial activities or
affiliating with nonfinancial entities.

The provisions in the GLB Act permitting full affiliations between bank holding companies or banks
and other financial companies do not increase the Company’s authority to affiliate with securities firms,
insurance companies or other financial companies. As a unitary savings and loan holding company, the
Company was generally permitted to have such affiliations prior to the enactment of the GLB Act. It is
expected, however, that these provisions will benefit the Company’s competitors.

The prohibition on the ability of new unitary savings and loan holding companies to engage in
nonfinancial activities or affiliating with nonfinancial entities generally applies only to savings and loan
holding companies that were not, or had not submitted an application to become, savings and loan
holding companies as of May 4, 1999. Since the Company was treated as a unitary savings and loan
holding company prior to that date, the GLB Act will not prohibit the Company from engaging in
nonfinancial activities or acquiring nonfinancial subsidiaries. However, the GLB Act generally restricts any
nonfinancial entity from acquiring the Company unless such nonfinancial entity was, or had submitted an
application to become a savings and loan holding company as of May 4, 1999.

The GLB Act imposed new requirements on financial institutions with respect to customer privacy
by generally prohibiting disclosure of customer information to non-affiliated third parties unless the
customer has been given the opportunity to object and has not objected to such disclosure. Financial
institutions are further required to disclose their privacy policies to customers annually. The Company has
developed policies and procedures to comply with the implementing regulations promulgated by the OTS
and the other federal regulators with regard to customer privacy.

To the extent the GLB Act permits banks, securities firms and insurance companies to affiliate, the
financial services industry may experience further consolidation. This could result in a growing number of
larger financiat institutions that offer a wider variety of financial services than the Company currently
offers and that can aggressively compete in the markets the Company currently serves.

Bank Secrecy Act. Under the Bank Secrecy Act ("BSA”), a financial institution is required to
have systems in place to detect certain transactions, based on the size and nature of the transaction.
Financial institutions are generally required to report cash transactions involving more than $10,000 to
the United States Treasury. In addition, a financial institution is required to file suspicious activity reports
for transactions that involve $5,000 or more and which the financial institution knows, suspects or has
reason to suspect the transaction involves illegal funds, is designed to evade the requirements of the BSA
or has no lawful purpose. The USA Patriot Act of 2001, enacted in response to the September 11, 2001
terrorist attacks, requires bank regulators to consider a financial institution’s compliance with the BSA
when reviewing applications from financial institutions.

Loans to One Borrower. Under the HOLA, savings institutions are generally subject to the limits
on loans to one borrower applicable to national banks. Generally, savings institutions may not make a
loan or extend credit to a single or related group of borrowers in excess of 15% of its unimpaired capital
and surplus. An additional amount may be lent, equal to 10% of unimpaired capital and surplus, if such
loan is secured by readily marketable collateral, which is defined to include certain financial instruments
and bullion. At December 31, 2004, the Bank’s legal lending limit on loans to any one borrower was
$103.2 million, although we have set a “house” limit of $50 million by policy. At December 31, 2004, the
Bank’s largest aggregate outstanding balance of loans to any one borrower was $24.2 million.

QTL Test. The HOLA requires savings institutions to meet a QTL test. Under the QTL test, a
savings and loan association is required to either qualify as a “"domestic building and loan association”
under the Internal Revenue Code or maintain at least 65% of its “portfolio assets” (total assets less
(i) specified liquid assets up to 20% of total assets; (ii) intangibles, including goodwill; and (iii) the value
of property used to conduct business) in certain “qualified thrift investments” (primarily residential
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mortgages and related investments, including certain mortgage-backed securities) in at least 9 months
out of each 12 month period. A savings institution that fails the QTL test is subject to certain operating
restrictions and may be required to convert to a bank charter. As of December 31, 2004, the Bank

maintained 87.2% of its portfolio assets in qualified thrift investments and, therefore, met the QTL test.

Limitation on Capital Distributions. OTS regulations impose limitations upon all capital
distributions by a savings institution, such as cash dividends, payments to repurchase or otherwise
acquire its shares, payments to shareholders of another institution in a cash out merger and other
distributions charged against capital, if the institution would not be well-capitalized after the distribution.
The regulations provide that an institution (i) which is not eligible for expedited treatment; or (ii}
for which its total amount of capital distributions for the applicable calendar year exceeds its net income
for that year to date plus its retained income for the preceding two years; or (iii) which would not be at
least adequately capitalized following the distribution; or (iv) which would violate a prohibition contained
in a statute, regulation or agreement between the institution and the OTS by performing the capital
distribution, must submit an application to the OTS to receive approval of the capital distribution. Under
any other circumstances, the Bank would be required to provide a written notice to the OTS 30 days prior
to the capital distribution. Based on the large dividend we received from the Bank to fund a portion of the
acquisition of Chesterfield in October 2004, any dividends in 2005 in excess of the Bank'’s year to date net
income will be subject to OTS approval.

Assessments. Savings institutions are required to pay assessments to the OTS to fund the
agency’s operations. The general assessment, paid on a semi annual basis, is computed upon the savings
institution’s total assets, including consolidated subsidiaries, as reported in the Bank’s latest quarterly
thrift financial report. The assessments paid by the Bank were $1.3 million, $1.0 million and $820,000 in
2004, 2003 and 2002, respectively.

Branching. OTS regulations permit nationwide branching by federally chartered savings
institutions to the extent allowed by federal statute. Generally, a federal savings institution which meets
the QTL test, may establish or acquire branches in states other than its home state. This permits federal
savings institutions to establish interstate networks and to geographically diversify their loan portfolios
and lines of business. The OTS authority preempts any state law purporting to regulate branching by
federal savings institutions.

Transactions with Related Parties. The Bank's authority to engage in transactions with related
parties or “affiliates” (e.g., any company that controls or is under common control with an institution,
including the Company and its non savings institution subsidiaries) is limited by Sections 23A and 23B of
the Federal Reserve Act ("FRA"). Section 23A limits the aggregate amount of covered transactions with
any individual affiliate to 10% of the capital and surplus of the savings institution. The aggregate amount
of covered transactions with all affiliates is limited to 20% of the savings institution’s capital and surplus.
Certain transactions with affiliates are required to be secured by collateral in an amount and of a type
described in Section 23A, and the purchase of low quality assets from affiliates is generally prohibited.
Section 23B generally provides that certain transactions with affiliates, including loans and asset
purchases, must be on terms and under circumstances, including credit standards, that are substantially
the same or at least as favorable to the institution as those prevailing at the time for comparable
transactions with non-affiliated companies. In addition, savings institutions are prohibited from lending to
any affiliate that is engaged in activities that are not permissible for bank holding companies and no
savings institution may purchase the securities of any affiliate other than a subsidiary.

The Bank’s authority to extend credit to executive officers, directors and 10% shareholders, as
well as entities such persons control, is governed by Sections 22(g) and 22(h) of the FRA and
Regulation O thereunder. Among other things, such loans are generally required to be made on terms
substantially the same as those offered to unaffiliated individuals and to not involve more than the normal
risk of repayment. Regulation O also places individual and aggregate limits on the amount of loans the
Bank may make to such persons based, in part, on the Bank’s capital position and requires certain board
approval procedures to be followed.

Enforcement. Under the FDI Act, the OTS has primary enforcement responsibility over savings
institutions and has the authority to bring actions against the institution and all “institution affiliated
parties,” including certain stockholders, and any attorneys, appraisers and accountants who knowingly or
recklessly participate in wrongful action likely to have an adverse effect on an insured institution. Formal
enforcement action may range from the issuance of a capital directive or cease and desist order to
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removal of officers and/or directors to institution of proceedings for receivership, conservatorship or
termination of deposit insurance. Civil penalties cover a wide range of violations and may amount to as
much as $1 million per day in certain circumstances. Under the FDI Act, the FDIC has the authority to
recommend to the Director of the OTS enforcement action to be taken with respect to a particular savings
institution. If action is not taken by the Director, the FDIC has authority to take such action under certain
circumstances. Federal law also establishes criminal penalties for certain violations.

Standards for Safety and Soundness. The federal banking agencies have adopted Interagency
Guidelines Prescribing Standards for Safety and Soundness (“Guidelines”) and a final rute to implement
safety and soundness standards required under the FDI Act. The Guidelines set forth the safety and
soundness standards that the federal banking agencies use to identify and address problems at insured
depository institutions before capital becomes impaired. The standards set forth in the Guidelines address
internal controls and information systems; internal audit system; credit underwriting; loan
documentation; interest rate risk exposure; asset growth; asset quality; earnings and compensation; fees
and benefits. If the appropriate federal banking agency determines that an institution fails to meet any
standard prescribed by the Guidelines, the agency may require the institution to submit to the agency an
acceptable plan to achieve compliance with the standard, as required by the FDI Act. The OTS requires
that a savings association file a written safety and soundness compliance plan within 30 days of receiving
a request for a compliance plan from the OTS.

Consumer Lending Laws. Our subsidiaries also are subject to many federal and state consumer
protection statutes and regulations including the Equal Credit Opportunity Act, the Fair Housing Act, the
Truth in Lending Act, the Truth in Savings Act, the Real Estate Settlement Procedures Act and the Home
Mortgage Disclosure Act. Among other things, these acts:

e require lenders to disclose credit terms in meaningful and consistent ways;
o prohibit discrimination against an applicant in any consumer or business credit transaction;
+ prohibit discrimination in housing-related lending activities;

e require certain lenders to collect and report applicant and borrower data regarding loans for
home purchases or improvement projects;

e require lenders to provide borrowers with information regarding the nature and cost of real
estate settlements;

¢ prohibit certain lending practices and limit escrow account amounts with respect to real estate
transactions; and

e« prescribe possible penalties for violations of the requirements of consumer protection statutes
and regulations.

Federal Fair Lending Laws. The federal fair lending laws prohibit discriminatory lending
practices. The Equal Credit Opportunity Act prohibits discrimination against an applicant in any credit
transaction, whether for consumer or business purposes, on the basis of race, color, religion, national
origin, sex, marital status, age (except in limited circumstances), receipt of income from public assistance
programs or good faith exercise of any rights under the Consumer Credit Protection Act. Under the Fair
Housing Act, it is unlawful for any lender to discriminate in its housing-related lending activities against
any person because of race, color, religion, national origin, sex, handicap or familial status. Among other
things, these laws prohibit a lender from denying or discouraging credit on a discriminatory basis, making
excessively low appraisals of property based on racial considerations, or charging excessive rates or
imposing more stringent loan terms or conditions on a discriminatory basis. In addition to private actions
by aggrieved borrowers or applicants for actual and punitive damages, the U.S. Department of Justice and
other regulatory agencies can take enforcement action seeking injunctive and other equitable relief for
alleged violations. The Bank is subject to an Agreed Consent Order that it entered into on December 30,
2002, to resolve allegations by the Department of Justice that the Bank had violated the fair lending laws
based on the level of the Bank’s lending in minority areas during the period 1996-2000. The Bank denied
all alleged violations. The Agreed Consent Order required the Bank to undertake a number of actions over
the next five years to promote its home mortgage lending in communities with significant minority
populations, including:
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* Open or acquire two branch offices in minority areas within 30 months.
« Implement a targeted advertising campaign to increase home mortgage lending.

e Provide $10 million in benefits to borrowers under special lending programs to help residents
of minority areas achieve home ownership (which may include subsidized interest rates, down
payment and closing cost assistance, and prime rate loans to borrowers with below prime
credit).

e Contribute $500,000 over the five year period 2003-2008 to homebuyer education and
counseling programs, and conduct an assessment of the home mortgage credit needs of
residents in minority areas.

The Bank is in compliance with all terms of the Order. Since the Order was entered by the court,
the Bank has opened two branch offices within minority areas, conducted an assessment of home
mortgage credit needs of residents in minority areas, and implemented a targeted marketing campaign to
increase mortgage lending. The Bank fully satisfied the $10 million financial benefits requirement in 2003
through special lending programs designed to help minority residents achieve homeownership and is
continuing to offer special community lending programs targeted to minority and low-income borrowers in
its market areas.

Home Mortgage Disclosure Act. The federal Home Mortgage Disclosure Act grew out of public
concern over credit shortages in certain urban neighborhoods. One purpose of the Home Mortgage
Disclosure Act is to provide public information that will help show whether financial institutions are serving
the housing credit needs of the neighborhoods and communities in which they are located. The Home
Mortgage Disclosure Act also includes a “fair lending” aspect that requires the collection and disclosure of
data about applicant and borrower characteristics as a way of identifying possible discriminatory lending
patterns and enforcing anti-discrimination statutes. The Home Mortgage Disclosure Act requires
institutions to report data regarding applications for loans for the purchase or improvement of one- to
four-family and muiti-family dwellings, as well as information concerning originations and purchases of .
such loans. Federal bank regulators rely, in part, upon data provided under the Home Mortgage
Disclosure Act to determine whether depository institutions engage in discriminatory lending practices.

The appropriate federal banking agency, or in some cases, HUD, enforces compliance with the
Home Mortgage Disclosure Act and implements its regulations. Administrative sanctions, including civil
money penalties, may be imposed by supervisory agencies for violations of this act.

Real Estate Settlement Procedures Act. The federal Real Estate Settlement Procedures Act, or
RESPA, requires lenders to provide borrowers with disclosures regarding the nature and cost of real estate
settlements, RESPA also prohibits certain abusive practices, such as kickbacks, and place limitations on
the amount of escrow accounts. Violations of RESPA may result in imposition of penalties, including:
(1) civil liability equal to three times the amount of any charge paid for the settlement services or civil
liability of up to $1,000 per claimant, depending on the violation; (2) awards of court costs and attorneys’
fees; and (3) fines of not more than $10,000 or imprisonment for not more than one year, or both.

Truth in Lending Act. The federal Truth in Lending Act is designed to ensure that credit terms
are disclosed in a meaningful way so that consumers may compare credit terms more readily and
knowledgeably. As result of the act, all creditors must use the same credit terminology and expressions
of rates, and disclose the annual percentage rate, the finance charge, the amount financed, the total of
payments and the payment schedule for each proposed loan.

Violations of the Truth in Lending Act may result in regulatory sanctions and in the imposition of
both civil and, in the case of willful violations, criminal penalties. Under certain circumstances, the Truth
in Lending Act and Federal Reserve Regulation Z also provide a consumer with a right of rescission, which
if exercised would require the creditor to reimburse any amount paid by the consumer to the creditor or to
a third party in connection with the offending transaction, including finance charges, application fees,
commitment fees, title search fees and appraisal fees. Consumers may also seek actual and punitive
damages for violations of the Truth in Lending Act.
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Federal Home Loan Bank System

The Bank is a member of the FHLB System, which consists of 12 regional FHLBs, The FHLB
provides a central credit facility primarily for member institutions. The Bank, as a member of the FHLB of
Chicago, is required to acquire and hold shares of capital stock in the FHLB of Chicago in an amount at
least equal to 1% of the aggregate principal amount of its unpaid residential mortgage loans and similar
obligations at the beginning of each year, or 1/20 of its advances (borrowings) from the FHLB of Chicago,
whichever is greater. At December 31, 2004, the Bank had advances from the FHLB of Chicago with
aggregate outstanding principal balances of $2.19 billion, and the Bank's investment in FHLB of Chicago
stock of $278.9 million was $169.5 million in excess of its minimum reguirement. FHLB of Chicago
advances must be secured by specified types of collateral and are available to member institutions
primarily for the purpose of providing funds for residential housing finance. FHLB of Chicago also
purchases mortgages in the secondary market through its MPF program. The Bank has sold loans to MPF
since 1998. See discussion beginning on page 7 "Secondary Market and Loan Servicing Activities”.

The FHLBs are required to provide funds to cover certain obligations on bonds issued by the
Resolution Funding Corporation to fund the resolution of insolvent thrifts and to contribute funds for
affordable housing programs. These requirements could reduce the amount of dividends that the FHLBs
pay to their members and could also result in the FHLBs imposing a higher rate of interest on advances to
their members. In addition, regulatory directives, capital requirements and net income of the FHLB of
Chicago affects its ability to pay dividends to us. For the years ended December 31, 2004, 2003, 2002, we
received stock dividends paid by the FHLB of Chicago in the amount of $23.1 million, $14.4 million and
$8.3 million, respectively, based on the Bank's investment in FHLB of Chicago stock which has varied over
time. If FHLB dividends were reduced, or interest on future FHLB advances increased, the Bank's net
interest income might also be reduced.

Allen H. Koranda, Chief Executive Officer of the Company, was elected in 1997 by the Illinois
member institutions to serve as one of their allotted representatives on the 16-member Board of Directors
of the FHLB of Chicago. In January 2004, the Board of Directors of the FHLB of Chicago elected
Mr. Koranda to serve as its Chairman for a two-year term.

Federal Reserve System

The Federal Reserve Board regulations require savings institutions to maintain non-interest
earning reserves against their transaction accounts (primarily checking accounts). The Federal Reserve
Board regulations generally require that reserves be maintained against aggregate transaction accounts
as follows: for accounts aggregating $47.6 million or less (subject to adjustment by the Federal Reserve
Board) the reserve requirement is 3%; and for accounts greater than $47.6 million, the reserve
requirement is currently $1,428,000 plus 10% (subject to adjustment by the Federal Reserve Board)
against that portion of total transaction accounts in excess of $47.6 million. The first $7.0 million of
otherwise reserveable balances (subject to adjustments by the Federal Reserve Board) are exempted from
the reserve requirements. The Bank is in compliance with the foregoing requirements. The balances
maintained to meet the reserve requirements imposed by the Federal Reserve Board may be used to
satisfy liquidity requirements imposed by the OTS.
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Executive Officers of the Registrant

Information regarding the executive officers of the Company and the Bank are listed below.

!

Year of
Name Age Employment Position and Background

Allen H. Koranda 58 1972 Chairman of the Board and Chief Executive Officer.

Kenneth Koranda 55 1972 Vice Chairman of the Board and President of the Company; President and
Director of the Bank. Mr. Koranda is the brother of Allen Koranda.

Jerry A. Weberling 53 1984 Executive Vice President, Chief Financial Officer and Director. Prior to
joining the Bank, Mr. Weberling, a CPA, spent 10 years as an auditor of
financial institutions, mortgage banking and real estate companies for a
large public accounting firm.

James Allen 46 2001 Senior Vice President-Business Banking. Mr. Allen was previously Senior
Vice President — Corporate Banking at Old Kent Bank where he worked in
northern lilinois commercial markets from 1997 to 2001.

Gerard J. Buccino 43 1990 Senior Vice President-Risk Management. Prior to joining the Bank, Mr.
Buccino, a CPA, conducted audits of financial institutions, brokerage and
mutual funds for a large public accounting firm where he worked for six
years.

Jennifer R. Evans 46 2004 Senior Vice President and General Counsel. Ms. Evans was previously a
partner/shareholder in the law firm of Vedder, Price, Kaufman &
Kammholz, P.C., Chicago, Illinois, where she practiced corporate and
securities law for more than 20 years, specializing in the representation of
financial services companies.

William Haider 54 1984 Senior Vice President; President of MAFD.

Michael J. Janssen 45 1989 Senior Vice President-Investor Relations and Taxation.

David W. Kohlsaat 50 1976 Senior Vice President-Administration.

Thomas Miers 53 1979 Senior Vice President-Retail Banking.

Kenneth Rusdal 63 1987 Senior Vice President-Operations and Information Systems. Prior to
joining the Bank, Mr. Rusdal served as Vice-President of Software
Development for FISERYV, Inc., a large data processing provider.

Sharon Wheeler 52 1971 Senior Vice President-Residential Lending.

Christine Roberg 53 1980 First Vice President and Controller.

Employees

The Bank employed a total of 2,160 full-time equivalent employees as of December 31, 2004.
Management considers its relationship with its employees to be excellent.

Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995

This report, including the discussion in "Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and elsewhere, contains, and other periodic reports and
press releases of the Company may contain, certain forward-iooking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. MAF Bancorp, Inc. (*Company”) intends such forward-looking statements to be
covered by the safe harbor provisions for forward-looking statements contained in the Private Securities
Litigation Reform Act of 1995, and is including this statement for purposes of invoking these safe harbor
provisions. These forward-looking statements, which are based on certain assumptions and describe
future plans, strategies and expectations of the Company, are generally identifiable by use of the words
“believe,” “expect,” “intend,” “anticipate,” “estimate,” “project,” “plan,” or similar expressions. The
Company’s ability to predict results or the actual effect of future plans or strategies is inherently uncertain
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and actual results may differ from those predicted. The Company undertakes no obligaticn to update
these forward-looking statements in the future.

Factors which could have a material adverse effect on operations and could affect management’s
outlook or future prospects of the Company and its subsidiaries include, but are not limited to, higher than
expected overhead, infrastructure and compliance costs, unanticipated changes in interest rates or further
flattening of the yield curve, demand for toan products, unanticipated changes in secondary mortgage
market conditions, deposit flows, competition, adverse federal or state legislative or regulatory
developments, monetary and fiscal policies of the U.S. Government, including policies of the U.S. Treasury
and Federal Reserve Board, deteriorating economic conditions which could result in increased
delinquencies in the Company’s loan portfolio, the quality or composition of Company’s loan or investment
portfolios, demand for financial services and residential real estate in Company’s market area, delays in
real estate development projects, the possible short-term dilutive effect of other potential acquisitions, if
any, and changes in accounting principles, policies and guidelines. These risks and uncertainties should be
considered in evaluating forward-looking statements and undue reliance should not be placed on such
statements.

Available Information

Our internet address is www.mafbancorp.com. We make available through this address, free of
charge, our annual report on Form 10-K, proxy statement, quarterly reports on Form 10-Q, current
reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or
15(d) of the Exchange Act as soon as reasonably practicable after such material is electronically filed with,
or furnished to, the SEC. Our Code of Ethics and other corporate governance information is also available
on our website,

Item 2. Properties

All of our facilities are located in the greater Chicago-Milwaukee metropolitan areas. At
December 31, 2004, we own the majority of our 72 banking offices and lease others under individual
lease arrangements. We also own our executive office building in Clarendon Hills, Illinois, and lease
additional corporate offices in Downers Grove, Illinois, both located in the western suburbs of Chicago.
We believe that all of our facilities are suitable and adequate for our operational needs.

See Note 9 in “Item 8. Financial Statement and Supplementary Data” for additional information
about the Company’s properties.

Item 3. Legal Proceedings

There are various actions pending against the Company or its subsidiaries in the normal course of
business but in the opinion of management, none of these actions is likely to have a material adverse
effect on our consolidated financial statements.

Item 4. Submission of Matters to a Vote of Security Holders
None,
PART II

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities

Our common stock trades on the Nasdaq Stock Market under the symbol "MAFB.” As of March 11,
2005, we had 3,970 shareholders of record. The table below shows the reported high and low sales prices
of the common stock during the periods indicated as well as the period end closing sales prices.

Year ended December 31, 2004 Year ended December 31, 2003
High Low Close Dividend High Low Close Dividend
First Quarter................. $44.95 41.51 43.46 21 35.43 32.61 33.65 18
Second Quarter 44.89 40.52 42.68 .21 38.09 32.90 37.07 .18
Third Quarter................. 44.30 39.27 43.13 21 40.40 36.97 38.20 18
Fourth Quarter............... 47.25 42.42 44.82 21 44.80 38.20 41.90 .18
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We declared $0.84 per share in dividends during the year ended December 31, 2004, and $0.72
per share in dividends for the year ended December 31, 2003. Our ability to pay cash dividends depends
in part on cash dividends received from the Bank. Dividend payments from the Bank are subject to
various regulatory restrictions. See “Item 1. Business—Regulation and Supervision—Federal Savings
Institution Regulation—Limitation on Capital Distributions.”

The following table sets forth information in connection with purchases made by, or on behalf of,
the Company, or any affiliated purchaser of the Company, of shares of our common stock within the
fourth quarter of the year ended December 31, 2004.

Total Number of

Shares Maximum Number of
Total Purchased as Shares that May Yet
Number of Average Part of Publicly be Purchased under
Shares Price Paid  Announced Plans the Plans or
Period Purchased”  per Share or Programs Programs?
October 1, 2004 through October 31, 2004 ................ — $ — — 101,400
November 1, 2004 through November 30, 2004 ........ 233,900 43.71 233,900 367,500
December 1, 2004 through December 31, 2004 ........ 228 412 44.35 223,500 144,000
TOMAl e 462,312 $44.03 457,400 144,000

m The table reflects 4,912 shares purchased pursuant to surrender of shares in payment of option exercise price and does not
include 3,997 shares subject to options surrendered in payment of withholding tax.

@ The Company's Board of Directors approved the repurchase of up to 1.6 million shares in May 2003. This program was
completed with the purchase of the remaining 101,400 shares in November 2004. We announced a new stock repurchase plan
in November 2004 that authorized the repurchase of up to 500,000 shares of our common stock. The table does not reflect
shares authorized for repurchase under the 1.2 million share repurchase program we announced in January 2005. Unless earlier
terminated by the Board of Directors, these programs will expire when we have completed the repurchase of all shares
authorized thereunder.

Item 6. Selected Financial Data

The following table sets forth certain summary consolidated financial data at or for the periods
indicated. This information should be read in conjunction with the Consolidated Financial Statements and
| notes thereto included herein. See “Item 8. Financial Statements and Supplementary Data.”

December 31,
2004 2003 2002 2001 2000
(Dollars in thousands, except per share data)

Selected Financial Data:
Total assets
Loans receivable, net ..

$ 9,681,384 8,933,585 5,937,181 5,595,039 5,195,588
6,881,780 6,369,107 4,530,932 4,447 575 4,328,114

Mortgage-backed securities available for sale.. 948,169 971,969 365,638 142,158 104,385
Mortgage-backed securities held to maturity ... 245,021 — — — —
Interest bearing deposits 56,089 57,988 28,210 29,367 53,392
Federal funds sold 42,854 19,684 100,205 112,765 139,268
Investment securities available for sale......... 388,959 365,334 308,235 355,416 187,127
Stock in Federal Home Loan Bank of Chicago. . 278,916 384,643 169,708 132,081 84,775
Real estate held for development or sale ...... . 35,091 32,093 14,938 12,993 12,718
Goodwill and core deposit intangibles ... . 318,231 276,549 101,967 105,670 68,864
DEPOSIES ... e . 5,935708 5,580,455 3,751,237 3,657,997 2,974,213
Borrowed funds ... 2,600,667 2,299,427 1,556,500 1,470,500 1,728,900
Stockholders’ equity . 974,386 901,604 501,458 435,873 387,729
Book value per share ............... . 29.28 27.27 21.57 18.97 16.78

Tangible book value pershare ..o 19.72 18.90 17.18 14.37 13.81
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At or For the Year Ended December 31,
2004 2003 2002 2001 2000
(Dollars in thousands, except per share data)

Selected Operating Data:

Interest income $ 421,173 316,430 329,490 345,736 343,103
Interest expense ... 159,885 136,952 171,465 214,489 217,173
Net interest income.... 261,288 179,478 158,025 131,247 125,930
Provision for loan losses 1.215 — 300 — 1,500
Net interest income after provision for loan losses............ 260,073 179,478 157,725 131,247 124,430
Non-interest income:
Gain on sale of loans receivable.............cc.cccoeeiiniiinn 9,284 25,948 16,330 8,691 1,108
Net gain (loss) on sale and writedown of investment
and mortgage-backed securities ............c.occocvivrinn, 1,322 (937) 119 877 (444)
Gain on sale of loan servicing rights .......cc.occoooiiiviineine — — — — 4,442
Income from real estate operations ...............cecoeev i 6,657 11,325 9,717 11,484 9,536
Deposit account service charges...... 34,112 24,552 22,239 16,535 12,715
Loan servicing fee income (EXPense) .........ccoceecvvveerienne 1,231 (5,939) (2,472) (371) 1,686
Valuation (allowance) recovery of mortgage
Servicing fghts .........cocooc i 2,072 1,130 (2,300) (904) —
Foreclosed real estate 506 365 179 347 258
Brokerage commissions 4,094 3,587 2,702 2,371 2,322
OHNET . e 16,998 11,602 9,849 8,088 5,820
Total non-interest INCOME ... 76,286 71,633 56,363 47,118 37,443
Non-interest expense:
Compensation and benefits ... 96,502 70,573 59,098 48,221 41,197
Office occupancy and equipment...........cccccoovvieviie e, 27,984 15,410 11,670 9,011 8,124
Advertising and promotion ...........ccoveuiiiiininreninnieees 9,079 6,466 4,844 4,355 3,569
Amortization of goodwill and core deposit intangibles'.... 3,002 1,732 1,649 4,578 4,475
Other 47,481 26,016 22,081 17.259 15,638
Total non-interest expense 184,048 120,197 99,342 83,424 73.003
Income before income taxes . 152,311 130,914 114,746 94,941 88,870
INCOmME taxes .......ccoooviviviinriennians 50,789 47,481 40,775 35,466 32311
Net income........ $ 101,522 83433 _ 73971 59475 __56.559
Basic earnings per share $___ 309 3.35 3.19 262 243
Diluted earnings per share $___3.01 3.26 3.11 2.56 2.40
Selected Financial Ratios and Other Data:
Return on average assets 1.10% 1.29 1.29 1.14 1.14
Return on average equity 10.98 14.18 15.83 14.82 15.57
Average stockholders’ equity to average assets 9.98 9.09 8.14 7.70 7.34
Stockholders’ equity to total assets.................... 10.06 10.09 8.45 7.79 7.46
Tangible stockholders’ equity to tangible assets .... 7.01 7.22 6.85 6.02 6.22
Tangible and core capital to total assets (Bank only)............. 7.14 7.18 6.78 6.44 6.32
Risk based capital ratio (Bank only) 11.30 11.45 11.85 11.31 11.98
Interest rate spread for the period... 2.85 2.69 2.59 2.22 2.30
Net interest margin 3.06 2.96 292 2.64 2.68
Average interest-earning assets to average
interest-bearing liabilities 110.82 111.90 110.50 109.62 108.10
Non-interest expense to average assets 1.99 1.86 1.73 1.60 1.48
Non-interest expense to average assets and
average loans serviced for others ... 1.48 1.46 1.33 1.33 1.22
Efficiency ratio® ............ccoovovrvieeninen s 54.74 47.69 46.36 47.00 44.56
Ratio of earnings to fixed charges:
Including interest on deposits.... 1.91x 1.93x 1.66x 1.44x 1.41x
Excluding interest on deposits 2.61x 2.65x 2.38x 2.00x 1.86x
Non-performing loans to total loans at yearend .................. 46% 51 .58 .45 .39
Non-performing assets to total assets at year end. .34 49 47 37 .36
Cumulative one-year gap at yearend................ (3.98) (1.59) 10.23 (3.57) (5.18)
Number of deposit accounts at year end 586,590 564,696 393,801 377,015 339,340
Mortgage loans serviced for others at year end $3,641,445 3,330,039 2,021,512 1,401,607 785,350
Loan criginations and purchases.................... 4,228,462 4,993,675 3,691,170 2,827,594 1,484,220
Number of retail banking offices at year end 72 66 34 32 27
Stock Price and Dividend Information:
$47.25 44.80 40.11 3273 30.00
39.27 32.61 28.60 24.30 15.50
Close.... 44 .82 41.90 34.00 29.50 28.44
Cash dividends decla .84 72 .60 46 .39
Dividend payout ratio 27.91% 22.09 19.29 17.56 16.05

0 Beginning January 1, 2002, the Company no longer amortizes goodwill after adoption of SFAS Nos. 142 and 147,
@ The efficiency ratio is calculated by dividing non-interest expense by the sum of net interest income and non-interest income, excluding
net gain/(loss) on sale and writedown of mortgage-backed and investment securities.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

The following discussion should be read in conjunction with the financial information as of and for
the three years ended December 31, 2004 included in Item 6. “Selected Financial Data” and Item 8.
“Financial Statements and Supplementary Data.”

Overview

Our primary source of revenue is net interest income, which is predominately interest income from
loans receivable, and investment securities (including mortgage-backed securities), offset by interest
expense on deposits and wholesale borrowings. Our ability to grow net interest income is tied to volumes
of loans and deposits we generate in our market areas, as well as the pricing of these products, which is
primarily driven by the general level of market interest rates. To augment our earnings, we generate fee
income from customers related to the various banking products and services we offer. We also generate
profits from mortgage banking related activity, such as gains on the sale of mortgage loans, and
subsequent fees earned from loan servicing activity. Another key source of revenue for us has been
income from our real estate development operations, although this revenue has declined as a percentage
of our total non-interest income as we have grown.

The decline in our earnings per share in 2004 was largely due to the rapid decline in overall
single-family mortgage loan production that we experienced, reflective of the national trend in the home
lending market. A spike in long-term interest rates during the second quarter of 2004 curtailed the level
of refinance activity compared to the levels of the previous few years. The lower production volumes
dramatically decreased the level of loan sale profits achieved in 2004, compared to 2003, as well as
limited the expected and desired level of growth to the Bank’s balance sheet in 2004. Assuming interest
rates continue to rise in 2005, we expect that one- to four-family mortgage loan volumes generated by
the Bank in 2005 will be less than that in 2004, leading to smaller one- to four-family loan sale profits
than those generated in 2004.

Despite lower than anticipated loan growth during 2004, we achieved a further shift in our loan
mix during the year away from single-family mortgages, reducing our interest rate sensitivity, as we
reduced our concentration in one- to four-family mortgages to 58.6% at the end of 2004, compared to
61.6% at the end of 2003. As part of our loan portfolio diversification strategy, we increased our
outstanding equity line of credit balances over 40% compared to 2003. Our strategic decision to expand
this product several years ago, by targeted cross-selling to single-family mortgage borrowers and more
recently through wholesale brokers, led to the rapid growth experienced in 2004. We also achieved
significant growth in our business banking lending, particularly in our Illinois markets.

Deposit growth proved challenging in 2004 due to the highly competitive landscape which
continues in the Chicago banking markets. Total deposits increased by $355.3 million in 2004, with
organic growth of $149.6 million excluding the planned runoff of $65 million of brokered CDs obtained
through acquisitions with the balance of $270.7 million being acquired in the Chesterfield acquisition. We
continue to focus on our core deposit growth, and ended 2004 with over 59% of our deposits in core
| accounts.

Our 2004 results were also adversely impacted by delays in municipal approvals on our new real
estate development project, which we finally received in November 2004, six months later than expected.
Income from real estate in 2004 was $5.7 million lower than in 2003. This project is now underway and
lot sale closings are expected to commence in the third quarter of 2005.

We spent a good part of 2004 integrating the operations of St. Francis and had higher relative
operating costs prior to conversion. Our successful data processing conversion at the end of May 2004
achieved cost efficiencies which should benefit us in 2005. In addition, the cost of regulation has
increased dramatically primarily due to the new requirements for internal control evaluations under the
Sarbanes-Oxley Act of 2002. We significantly expanded our internal audit and compliance functions
during the year, engaged outside consultants to assist in our Sarbanes-Oxley 404 implementation and
incurred higher related audit fees. We devoted a great deal of resources in the latter half of 2004
performing the necessary effort and implementing enhanced procedures to ensure our compliance with
this legislation. Coupled with slower balance sheet growth, our efficiency ratio increased to 54.7% for
2004, compared to 47.7% for 2003. While we expect our efficiency ratio to deciine somewhat in 2005, we
expect to continue to be impacted by rising non-interest expenses related to de novo branch expansion,
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higher regulatory costs and expensing of stock options as we work to achieve operational efficiencies
through the process improvement project we have recently undertaken.

Acquisitions

Our results have been significantly impacted by our growth through acquisition of other financial
institutions. The following table summarizes financial information relating to our recent acquisitions:

Data Processing Goodwill and

Conversion Acquired Acquired Intangibles

Selling Entity Acquisition Date Completion Deposits Loans Recorded

(In thousands)

Chesterfield Financial Corp'™.......... October 31,2004 November 2004 $ 270,711 $ 140,699 $ 45940
St. Francis Capital Corp™®.... December 1, 2003 May 2004 1,294 517 1,243,549 131,218
Fidelity Bancorp® .. ..... July 21, 2003 August 2003 434,573 338,123 44,840
Mid Town Bancorp®...................... November 30, 2001 February 2002 270,318 210,020 39,328

" We acquired Chesterfield Financial Corp. for $128.4 million. We issued 981,467 shares of stock and paid $85.7 million in cash for the
purchase, $25 million of which was funded with an increase in our bank term loan.

@ We acquired St. Francis Capital Corporation by issuing 7.5 million shares in an all-stock transaction valued at $358 million.

@ we acquired Fidelity Bancorp, Inc. by issuing 2.8 million shares in an all-stock transaction valued at $115 million.

“ We acquired Mid Town Bancorp, inc. for $69.0 million. We issued 494 867 shares of stock and paid $13.8 million in cash.

As it has in recent years, we expect to continue to search for and evaluate potential acquisition
opportunities that will enhance franchise value and may periodically be presented with opportunities to
acquire other institutions, branches or deposits in the markets we serve, or which allow us to expand
outside our current primary market areas of Chicago, Milwaukee and their surrounding areas.
Management intends to review acquisition opportunities across a variety of parameters, including the
potential impact on its financial condition as well as its financial performance in the future. Itis
anticipated that future acquisitions, if any, will likely be valued at a premium to book value, and at a
premium to current market value. Acquisitions made by the Company may include some book value per
share dilution and possible short-term earnings per share dilution for the Company’s shareholders
depending on structure, pricing, the level of cost savings and revenue enhancements that are achieved,
and the Company’s success and timing in integrating the operations of businesses acquired.

Critical Accounting Policies and Estimates

The Company’s discussion and analysis of its financial condition and results of operations are
based upon its consolidated financial statements, which have been prepared in conformity with U.S
generally accepted accounting principles, and are more fully described in Note 1 of the consolidated
financial statements found in “Item 8. Financial Statements and Supplementary Data.” The preparation of
these consolidated financial statements requires that management make estimates and assumptions that
affect the reported amounts of assets, liabilities, income and expense, as well as related disclosures of
contingencies. Management’s judgment is based on historical experience, terms of existing contracts,
market trends, and other information available. The Company believes that of its significant accounting
policies, the following may invoive a higher degree of judgment and complexity.

Allowance for loan losses. 1n evaluating the adequacy of the allowance for loan losses and
determining, if any, the related provision for loan losses, management considers: (1) subjective factors,
including local and general economic business factors and trends, portfolio concentrations and changes in
the size and/or general terms of the loan portfolio, (2) historical loss experience and the change in the
mix of the overall portfolio composition over the last five years, (3) specific allocations based upon
probable losses identified during the review of the portfolio, and (4) delinguency in the portfolio and the
composition of non-performing loans including the percent of non-performing loans with supplemental
mortgage insurance. The allowance for loan losses is established through a provision for loan losses to
provide a reserve against estimated losses in the Bank’s loans receivable portfolio. The allowance for loan
losses reflects management’s estimate of the reserves needed to cover probable losses inherent in the
Bank’s loan portfolio.

Valuation of mortgage servicing rights. The Bank capitalizes the estimated value of mortgage
servicing rights upon the sale of loans. The Bank’s estimated value takes into consideration contractually
known amounts, such as loan balance, term, contract rate, and whether the customer escrows funds with
the Bank for the payment of taxes and insurance. The estimated value is aiso affected by additional
assumptions relating to loan prepayment speeds, earnings on escrow funds, as well as the discount rate
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used to present value the estimated future cash flow stream. Subsequent to the establishment of this
asset, management reviews the fair value of mortgage servicing rights on a quarterly basis using current
prepayment speed, cash flow and discount rate estimates. Changes in these estimates impact fair value,
and could require the Bank to record a valuation allowance or recovery. Net recoveries of $2.1 million
and $1.1 million were recorded in 2004 and 2003 respectively. Should estimates assumed by
management regarding future prepayment speeds on the underlying loans supporting the mortgage
servicing rights prove to be incorrect, additional valuation allowances could occur, or contrarily, valuation
allowances could be recovered if changing estimates increase the fair value of mortgage servicing rights.

Valuation of goodwill and intangible assets. In accounting for acquisitions of other
companies, we generally record as assets on our financial statements both goodwill and identifiable
intangible assets such as core deposit intangibles. The amounts we record are based on our estimates of
the fair value of assets and liabilities acquired. The valuation techniques we use to determine the carrying
value of tangible and intangible assets and liabilities acquired in acquisitions and the estimated lives of the
identifiable intangible assets involve a number of subjective judgments such as estimates for discount
rates, projected future cash flows and time period of useful lives, all of which are susceptible to change
based on changes in economic conditions and other factors. Core deposit and other identifiable intangible
assets are amortized to expense over their estimated useful lives and are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of the asset exceeds the
remaining value we are reasonably likely to realize. Similarly, on an annual basis we evaluate whether
the carrying value of our goodwill has become impaired, in which case we reduce its carrying value
through a charge to our earnings. Goodwill is evaluated for impairment at the segment reporting level,
and all of our goodwill is recorded in our banking segment.

While we believe the assumptions and estimates we used are reasonable, using different
assumptions or estimates for these valuations would have resulted in our recording different amounts of
goodwill and core deposit intangibles and could have impacted our amortization expense. For example, if
we had assumed faster prepayment speeds of mortgage loans we acquired in the Fidelity or St. Francis
acquisition, the value of the mortgage loans we acquired would have been less and the goodwill we
recorded would have been greater. Similarly, if we had assumed greater deposit run off rates, we may
have recorded lower core deposit intangibles, but might have shortened our estimate of the average life of
this intangible asset and may have increased our amortization expense in 2004. Any changes in the
assumptions and estimates which we use in future periods to determine the carrying value of our goodwill
and identifiabte intangible assets which adversely affect their value or shortens estimated lives would
adversely affect our results of operations. At December 31, 2004, our goodwill was $305.2 million and
our identifiable intangible assets (core deposits) amounted to $13.1 million. We recorded $3.0 million of
amortization of core deposit intangibles during 2004 and $1.7 million during 2003. There was no goodwill
impairment recorded in 2004 or 2003.

Real estate held for development. Profits from lot sales in the Company’s real estate
developments are based on cash received less the cost of sales per lot, including capitalized interest and
an estimate of future costs to be incurred. This is especially true at the outset of a project, where few
actual costs have been incurred in the project as a whole. The estimate of total project costs is reviewed
on a quarterly basis by project management. Estimates are subject to change for various reasons,
including the duration of the project, changes in rules or requirements of the communities where the
projects reside, soil and weather conditions, increased project budgets, as well as the general level of
inflation. The change in lot sale profits on past sales that result from changes in future estimated costs
are recognized in the period of change as either a charge or an addition to income from real estate
operations. Additionally, management periodically evaluates the net realizable value from each project by
considering other factors, such as pace of lot absorption, sources of funding and timing of disbursements.
A charge to current earnings would occur if this evaluation indicated a project’s net realizable value did
not exceed its recorded cost. Currently, the net realizable value of each land development project the
Company is engaged in exceeds the recorded cost of the project.
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Results of Operations

Year ended December 31,

2004 2003 2002
(Dollars in thousands, except per share data)
Net inCome .......cooveevirierieie $101,522 $83,433 $73,971
Diluted earnings per share ............ 3.01 3.26 3.1
Return on average assets ............. 1.10% 1.29% 1.29%
Return on average equity .............. 10.98 14.18 15.83

Our net income was $101.5 million in 2004, 21.7% higher than 2003 net income of $83.4 million.
However, diluted earnings per share decreased 7.6% to $3.01 per share in 2004 compared to $3.26 in
2003, as the weighted average number of diluted shares outstanding increased to 33.7 million in 2004, up
32% from 25.6 million in 2003. The increase in shares outstanding is due to the Fidelity and St. Francis
acquisitions completed in the second half of 2003 and the acquisition of Chesterfield in late 2004.

Net interest income grew 45.6% to $261.3 million for 2004 compared to $179.5 million in 2003,
due to a 41% increase in average interest-earning assets as well as expansion in the net interest margin
in 2004 to 3.06% from 2.96% in 2003.

Non-interest income increased to $76.3 million in 2004 from $71.6 million for 2003, or 6.5%. The
primary drivers of non-interest income at the Company are mortgage banking related income, such as
gain on sale of loans and loan servicing fee income, deposit and loan product-related fee income, and real
estate development operations. Due to rising interest rates in 2004, income related to mortgage
production and servicing (combined), decreased to $12.6 million, from $21.1 million in 2003, a decrease
of $8.5 million. Additionally, income from real estate operations decreased due to unforeseen delays in
receiving approval in our most recent development. Offsetting these declines was growth in fee income
on deposit and loan products, primarily due to our recent acquisitions, and to a lesser extent, the growth
in fee income from our business banking unit.

Non-interest expense also increased primarily due to the acquisitions of Fidelity, St. Francis and
Chesterfield. Non-interest expense totaled $184.0 million for 2004, compared to $120.2 million in 2003,
an increase of $63.9 million, or 53.1%. In addition to the increased expenses from our acquisitions,
normal salary increases, increased medical costs, additional occupancy expenses incurred to position the
company for future growth, our de novo branching strategy and higher Sarbanes-Oxley related
compliance costs contributed to higher expenses in 2004.

Income tax expense increased to $50.8 million for 2004, compared to $47.5 million for 2003,
while the Company’s effective tax rate decreased to 33.3% in 2004 compared to 36.3% for 2003,
primarily due to tax benefits from investments in affordable housing projects that we acquired in the St.
Francis transaction, and the resolution of certain prior years’ income tax matters.

Net interest income

Net interest income is the principal source of earnings for the Company, and consists primarily of
interest income on loans receivable and mortgage-backed and investment securities, offset by interest
expense on deposits and borrowed funds. Net interest income fluctuates due to a variety of reasons,
most notably due to the size of the balance sheet, changes in interest rates, and to a lesser extent asset
quality. The Company seeks to increase net interest income without materially mismatching maturities of
the interest-earning assets it invests in, compared to the interest-bearing liabilities that fund such
investments.

Generally, the Bank is able to increase net interest income at a faster pace when long-term U.S.
Treasury rates are significantly greater then short-term U.S. Treasury rates, due to funding costs being
more directly tied to shorter-term rates, while single-family mortgage loans are tied to intermediate to
longer-term rates. The increase in the balances of equity lines of credit, which are tied to the Prime rate,
as well as commercial business loans, which are more often tied to Prime or 3-month LIBOR, are helping
the Bank manage its level of interest rate risk. Additionally, higher levels of core deposits, which tend to
be less sensitive to interest rate movements and levels, allow the Bank to improve and/or maintain its
level of net interest income over an extended period of time and changing interest rate environment. Net
interest income before the provision for loan losses was $261.3 million in 2004, $179.5 million in 2003
and $158.0 million in 2002. The net interest margin (net interest income divided by average interest-
earning assets) for the same periods was 3.06%, 2.96%, and 2.92%, respectively. The net interest
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spread was 2.85%, 2.69%, and 2.59%, respectively. The net interest margin exceeds the net interest
spread in any given period because of non-interest bearing deposit accounts, and stockholders’ equity,
neither of which cost the company interest expense, but support interest-earning assets.

The following table is a summary of 6-month and 10-year U.S. Government yields and is provided
to illustrate information about the market rates related to the Bank’s pricing of interest-earning assets and
interest-bearing liabilities.

U. 8. Treasury Rates

2004 2003 2002
6 months 10 years Spread 6 months 10 years Spread 6 months 10 years Spread
Average ......... 1.60% 4.26% 2.46% 1.07% 4.00% 2.93% 1.70% 4.59% 2.89%
Close............. 2.58% 4.22% 1.64% 1.02% 4.25% 3.23% 1.21% 3.82% 2.61%

During 2004, beginning in the second quarter, the shorter end of the Treasury vyield curve began
to increase in response to continued strengthening of the U.S. economy, and the commencement of a
tightening monetary policy by the Federal Reserve Board, which by year end had increased its target
Federal Funds rate to 2.50%, an increase of 150 basis points from its recent historic low of 1% that
occurred during a good part of 2003. After the initial impact of a tightening monetary policy increased the
10-year Treasury note to 4.87% by mid-year, recognition of continued stable prices in the economy saw
the 10-year Treasury note settle back to its level of 4.22% by year end, and led to a sharp decrease in
the spread from 6-month Treasury bills to 10-year notes of 1.64%. With the cost of core deposits lagging
the increase in short-term rates, the Bank was able to benefit from rising asset yields due to increases in
the prime rate, which helped increase its net interest spread and margin.

During 2003, U.S. Treasury rates continued their decline to historic lows through June. Continued
economic weakness, and very low infiation fueled continued low federal funds rates, and rallied the rate
on 10-year Treasury notes to 3.11% at mid-year. In the second half of the year, the 10-year Treasury
note sold off in reaction to improving economic conditions and increasing U.S. budget deficits to close the
year at 4.25%. During this time, however, short-term interest rates stayed at their historic low levels,
leading to the large spread of 3.23% between the rate on 6-month Treasury bills and 10-year Treasury
notes at the end of the year. On an average basis, the spread was very consistent with 2002, which is
part of the reason the Bank’s net interest margin remained stable. The interest rate scenario in 2003
enabled the Bank to continue to reprice certificate of deposits lower, refinance maturing borrowings at
lower rates, and lower the rates offered on its core deposits. However, the very high leve! of refinance
activity fueled by lower long-term interest rates offset most of the lower funding costs achieved.

During 2002, the U.S. Treasury curve maintained the steepness between short- and long-term
rates that had begun during 2001. This allowed the Bank to benefit from the impact of low short-term
rates on its cost of funds more so than in 2001, as the Bank aggressively reduced rates offered on its core
accounts and experienced a decline in certificate of deposit costs as high-rate certificates of deposit
matured and repriced to lower rates. Each of these factors was more than enough to offset the decline in
asset yields due to refinance activity driven by declining long-term interest rates, as well as the decline in
yield on ARM loans, which generally reprice off of short-term Treasury rates, and continued decreases in
yield on equity lines of credit tied to the prime rate.
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Average Balance Sheets. The following table reflects the average vield on assets and average
cost of liabilities for the periods indicated. Such vields and costs are derived by dividing income or
expense by the average balance of assets or liabilities. Average balances are derived from average daily
balances, and include non-performing loans. The yield/cost at December 31, 2004 includes fees that are

considered adjustments to yield.

Year Ended December 31,

At December 31,

2002

2004 2003 2004
Average Average Average
Average Yield/ Average Yield/ Average Yield/ Yield/
Balance  Interest Cost Balance  Interest Cost Balance  Interest  Cost Balance Cost
(Dollars in thousands)
Assets:
Loans receivable................ $6,721,514 343,011 510% $4,817662 272,687 5.55% $ 4,446,989 288,790 6.49% $6,918,0356 522
Mortgage-backed
Securities.........oc.oeveeeenne. 1,008,800 38,802 385 407,012 14,651 3.60 239,299 11,295 472 1,193,189 4.08
Stock in FHLB of Chicago... 356,435 23,092 6.57 239,206 14,362 6.09 157,050 8,287 5.35 278,916 550
Investment securities.......... 358,022 13,233  3.70 293,545 9,904 337 345921 16,081 4.65 388,959 3.66
Interest-bearing deposits .... 64,714 1,683 2.60 94,087 2474 2.63 93,647 2,131 2.28 56,089 2.21
Federal funds sold .............. 41,866 1352 3.23 114,260 _ 2352 2.06 126,971 2,908 2.29 42,854 2.10
Total interest-earning
assets 8,651,351 421173 492 6,065,772 316,430 5.22 5,409,877 329,490 6.09 8,878,042 497
Non-interest earning
ASSeLS e 707.928 403.926 329.522 803,342
Total assets.........ccoeeene $ 9,259,279 $ 6.469.698 $ 6,739,399 $9.681.384
Liabilities and
stockholders’ equity:
Deposits ......cceeveiviiiien 5,226,301 73,872 1.41 3,794,205 61,011 1.61 3,413,331 90,963 2.66 5445891 156
Borrowed funds .................. 2487727 86,013 346 1,626,695 75.941 467 1482487 80,502 543 2,600,667 3.70
Total interest-bearing
liabilities ..............c.cooe. 7,714,028 159,885 2.07 5,420,900 136,952 253 4,895,818 171,465 3.50 8,046,558 2.25
Non-interest bearing
deposits ... 462,961 328,881 247,235 489,817
Other liabilities .. 157,828 131,654 129,164 170,623
Total liabilities..... . 8,334,817 5,881,435 5,272,217 8,706,998
Stockholders’ equity............ 924,462 588,263 467,182 974,386
Liabilities and
stockholders’ equity ...... $ 9,259,279 $ 5,469,698 $ 5,739,399 $ 9,681,384
Net interest income/
interest rate spread ......... $261,288 2.85% $ 179478 2.69% $ 158,025 2.59% 2.72%
Net earning assets/net
yield on average
interest-earning assets.... $§ _837,323 3.06% $_644.872 2.96% $ _514.069 2.92% $ 831484
Ratio of interest-earning
assets to interest-
bearing liabilities ............. 110.85% 110.90% 110 110.33%

Rate/Volume Analysis. The table below shows the impact of changes in interest-earning assets
and interest-bearing liabilities and changes in interest rates on the Bank’s interest income and interest
expense during the periods indicated. Changes attributable to the combined impact of volume and rate
have been allocated proportionately to the changes due to volume and the changes due to rate.

Interest-income:
Loans receivable .

Mortgage-backed securit.i.es
Stock in FHLB of Chicago ...

Investment securities
Interest-bearing deposits.
Federal funds sold.....

Total interest income........

Interest-expense:

Deposits.....cccoceviiniirienne

Borrowed funds.........
Total interest expense...
Net interest income

Year Ended Year Ended

December 31, 2004 vs. 2003 December 31, 2003 vs. 2002
Change Change Change Changs

Totail Due to Due to Total Due to Due to

Change Volume Rate Change Volume Rate

(Dollars in thousands)

$ 70,324 93,476  (23,152) $(16,103) 28,690 (44,793)
24,151 23,081 1,070 3,356 6,512  (3,156)

8,730 7,519 1,211 6,075 4,807 1,268
3,329 2,320 1,009 6,177) (2,197)  (3,980)

(791) (764) (27) 343 10 333
(1.000) (1.937) 937 (554) (276) (278)
......... 104,743 123695 (18,952) (13,060) 37,546 (50.606)
......... 12,861 21,039 (8,178) (29,952) 9,266 (39,218)
10,072 33,199 (23,127) (4.561) 7.381 (11.942)
22,933 54,238  (31,305) (34,513) 16.647 (51.160)

........ $ 81810 69457 12,353 $ 21453 20899 __554

2004 versus 2003. Net interest income was $261.3 million in 2004, compared to $179.5 million
in 2003, an increase of $81.8 million, and was primarily driven by an increase in average interest-earning
assets of $2.48 billion. Additionally, the net interest margin increased 10 basis points to 3.06% in 2004
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due to a continued period of generally lower short-term interest rates that led to the decrease in the cost
of funds at a faster rate than the decline in interest-earning assets.

The acquisitions of Fidelity and St. Francis during 2003 added nearly $2.7 billion in interest-
earning assets, which impacted the entire year in 2004 compared to 2003, and led to a majority of the
increase in net interest income from a volume perspective. As shown in the table above, of the $81.8
million increase in net interest income, a net $69.5 million was due to increases in average balances of
interest-earning assets and interest-bearing liabilities. The table also shows the remaining $12.4 million
of the increase is due to the increase in the net interest spread, as costs of funds declined faster ($31.3
million), compared to the decline in interest-earning assets ($18.9 million).

The overall average yvield on interest-earning assets decreased 30 basis points to 4.92% in 2004,
Although interest rates rose during the second half of 2004, refinance activity continued during the first
half of the year, drove average vields lower. Additionally, much of the growth in the loan portfolic was
loans tied to the prime rate, which averaged 4.34% during 2004, which led to a decline in the yield on
loans receivable of 45 basis points to 5.10% for 2004. The increase in yields on mortgage-backed
securities is due to the swap of 15-year mortgages originated by the Bank and held in mortgage-backed
securities held to maturity in 2004 with net yields in excess of 4.5%.

Average interest-earning assets increased $2.48 billion in 2004 to $8.55 billion. The increase in
the average balance of loans receivable accounted for $1.80 billion of this increase, and was due mainly to
the acquisitions from 2003, in addition to organic growth of equity lines of credit and business loans. The
increase in the average balance of mortgage-backed securities of $601.8 million is due to the 2003
acquisitions, as well as approximately $252.8 million of loans swapped into securities during 2004, while
the net increase in the average balance of investment securities of $64.5 million is due solely to the 2003
acquisitions. The increase in the average balance of stock in FHLB of Chicago is primarily due to the
$168.5 million acquired in the 2003 acquisitions offset by $125.7 million of stock redemptions during
2004,

The overall cost of interest-bearing liabilities declined 46 basis points to 2.07% for 2004. The cost
of deposits dropped 20 basis points, as the Bank’s cost of core deposits were reduced in early 2004 with
continued low short-term interest rates, and have not been increased in step with rising short-term rates
later in 2004. The cost of borrowed funds decreased 121 basis points to 3.46% due to the maturity of
higher cost borrowings from previous years and greater use of floating rate borrowings. Due to the
increase in monthly floating rate lcans many new borrowings in 2004 were shorter-term funding tied to 3-
month LIBOR and the prime rate, which currently carry interest rates well below the average cost in 2004.
As rates rise, the cost of these borrowings will increase, but at a pace expected to closely match the rise
in yields on corresponding floating rate assets.

Average interest-bearing liabilities increased $2.29 billion to $7.71 billion in 2004 resulting
primarily from a $1.43 billion increase in average deposits related to the acquisitions in 2003. (Average
non-interest bearing deposits increased $134.1 million in 2004.) Organic growth accounted for
approximately $149.6 million of the increase and was offset by the runoff of $65 million of brokered
certificates of deposit. The increase in the average balance of borrowed funds of $861.0 million in 2004
was due in part to 2003 acquisitions, although these borrowings were also used to fund a part of the asset N
growth generated in 2004 from primarily equity lines of credit.

2003 versus 2002. Net interest income was $179.5 million in 2003, compared to $158.0 million
in 2002, an increase of $21.5 million, and was primarily driven by an increase in average interest-earning
assets of $655.9 million. Interest rates dropped dramatically during 2003 compared to 2002, and our net
interest margin expanded by 4 basis points to 2.96% for 2003, compared to 2.92% for 2002.

The overall yield on interest-earning assets declined 87 basis points in 2003 to 5.22%, as
refinance activity reached historic highs, and dramatically increased prepayments of higher yielding ioans
in our loan portfolio. The new ARM loans replacing these prepayments were at substantially lower yields,
as we sold most of our long-term fixed-rate loans into the secondary market. Additionally, the large
growth in our equity line of credit portfolio (tied to prime) yielded less than 4.50% during most of 2003,
well below our average loan portfolio yield. Similar declines in the yield on our investment and mortgage-
backed securities portfolios were seen as calls were exercised on some of our investment securities, and
prepayments increased in our mortgage-backed securities portfolios due to falling interest rates.
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Average interest-earning assets increased $655.9 million predominately in our loan portfolio and
mortgage-backed securities portfolio. Growth in our loan portfolio were accomplished by increases in
equity line of credit balances, business loans, and commercial real estate, as we saw very high
prepayments in our single-family loan portfolio due to refinance activity discussed above. We relied more
on mortgage-backed securities in 2003 to invest the high level of cash inflows from prepayments during
most of the year.

The overall cost of interest-bearing liabilities declined 97 basis points to 2.53% in 2003, due to
the average cost of deposits dropping over 100 basis points. The low interest rate environment in 2003
enabled us to reduce the rate paid on our core deposits, renew maturing certificate accounts at lower
rates, and increase the amount of core deposits in our deposit mix, all of which contributed to the drop in
average cost. Our average cost of borrowed funds declined at a less rapid pace (76 basis points), as our
portfolio contains more fixed-rate borrowings, many of which did not mature in 2003. The decline in cost
was also helped by our increased use of adjustable-rate borrowings tied to LIBOR and prime due to falling
rates during most of 2003.

Average interest-bearing liabilities increased $525.1 million, with $380.9 million due to an
increase in average deposits, of which $295 million was due to our acquisitions. The remainder of the
deposit growth in 2003 was primarily in core deposit accounts. Average borrowings increased by $144.2
million, most of which was due to our acquisitions.

Provision for Loan Losses

The company recorded a provision for loan losses and net charge-offs as follows for the three
years ended December 31 as shown below:

Year ended December 31,

2004 2003 2002
(Dollars in thousands)
Provision for loan losses.................... $1,215 $ — $ 300
Net charge-offs...................... . 812 299 424
Charge-offs to average loans .01% 01% .01%

In evaluating the adequacy of the allowance for loan losses and determining, if any, the related
provision for loan losses, management considers: (1) subjective factors, including local and general
economic business factors and trends, portfolio concentrations and changes in the size and/or general
terms of the loan portfolio, (2) historical loss experience and the change in the mix of the overall portfolio
composition over the last five years, (3) specific allocations based upon probable losses identified during
the review of the portfolio, and (4) delinquency in the portfolio and the composition of non-performing
loans including the percent of non-performing loans with supplemental mortgage insurance. The table
below shows the total allowance for loan losses and selected percentages for the periods indicated:

Year ended December 31,

2004 2003 2002
" (Dollars in thousands)
Allowance for l0an l0SSES ..........ocervivrevevieeeirieee e $ 36,255 $ 34,555 $19,483
Percent of allowance for loan losses to non-performing loans ......... 115.2% 105.4% 76.7%
Percent of allowance for loan losses to loans receivable,
exclusive of loans held forsale ..., 53% .54% 44%

Based on the above evaluation, the provision for loan losses increased to $1.2 million in 2004,
compared to $0 in 2003. We also acquired $1.3 million in allowance for loan losses in our acquisition of
Chesterfield. The acquired allowances in the Fidelity and St. Francis acquisitions in 2003 were the primary
reason for the increase in the allowance for loan losses in 2003 and the percentage of allowance for loan
losses to loans receivable and to non-performing loans.

Non-interest income and expense

2004 versus 2003. Non-interest income is another significant source of revenue for the
Company. It consists primarily of fees earned on deposit products and services, gains and losses from
asset sale activity and income from real estate operations. Non-interest income increased $4.7 million or
6.5% for the year ended December 31, 2004 compared to the year ended December 31, 2003.
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The table below shows the composition of non-interest income for the periods indicated.

Percentage Increase
Year ended December 31, (Decrease)
2004 2003 2002 2004 2003
(Dollar in thousands)

Net gain (loss) on sale and writedown of assets:

Loans receivadle ... $ 9,294 25,948 16,330 (64.2)% 58.9%
Mortgage-backed securities.............ccc.ocviveciiioninnn 500 6,006 39 (91.7) NM
Investment securities ... 822 (6,943) 80 (111.8) NM
Foreclosedreal estate ... 5086 365 179 38.6 103.9

Income from real estate operations............c.cooeeienn, 6,657 11,325 9,717 (41.2) 16.5
Deposit account service charges ...........c.ccccoevvivicieenn, 34,112 24,552 22,239 38.9 104
Brokerage COMMISSIONS.........cooceieiiveiieeeinninee e 4,094 3,587 2,702 141 328
Other 10an fees ......oociveeeie e 5775 4,767 3,635 21.1 311
Loan servicing fee (EXPense) ..o e 1,231 (5,939) (2,472) (120.7) 140.3
Valuation recovery (allowance) on mortgage
servicing Mghts ... 2072 1,130 (2,300) (83.4) (149.1)
Other income:
Bank owned life insurance..............cooeeeevieinienn s 1,642 1,315 1,440 24.9 (8.7)
INSUrance COMMISSIONS ......c.ocvierieiiinrins ver e e 616 480 461 28.3 4.1
Safe deposit boxfees.........o 820 656 612 25.0 72
Title agency fees .......c.ocoieviiiiii e 524 1,329 805 (60.8) 65.1
Real estate owned operations, net............................ (158) (149) (86) 6.0 73.3
Assumed premium iNCOME ........covviivieniceiiiieee e 1,938 1,482 981 30.8 51.1

Real estate held for investment income'” ................. 3,850 328 — NM —
OFNBI 1.t 1,891 1,394 2,001 35.7 (30.3)
Total other INCOME .........ccooovvieiieiies e 11,223 6,835 6.214 3.3 29.0

Total non-interest INCOME. ... $ 76,286 71,633 56,363 6.5% 27.1%

™" Income from investments in affordable housing properties in Wisconsin.

Although our total non-interest income increased slightly in 2004, we saw a sharp decline in
mortgage-banking related income in 2004 due to the spike in long-term interest rates mid-year, which
curtailed the refinance wave experienced during 2003 and 2002. Loan sale volume dropped to $914.1
million in 2004 compared to $1.77 billion in 2003, and led to a reduction in the gain on sale of loans of
$16.7 million. Lower prepayments due to rising rates had the opposite impact on our loan servicing fee
income and fair value adjustments related to our loan servicing portfolio. Income from these items
increased a combined $8.1 million. Our loans serviced for others portfolio grew to $3.64 billion at the end
of 2004, up 9.3% from 2003. Due to the anticipated rising rate environment, we currently expect lower
loan sale volume in 2005 compared to our volume in 2004, which will likely lead to lower loan sale profits.
Offsetting this trend, due to expected lower prepayment speeds, is an expected increase in our loans
serviced for others portfolio, and a corresponding increase expected in loan servicing fee income.

Assumed premium income, which represents the portion we share of insurance premiums earned
by various private mortgage insurance companies, increased over 30% due to growth in loans for which
we reinsure some of the credit risk.

Deposit account service charge income increased $9.6 million in 2004 and is primarily due to fee
income on deposit accounts we acquired in our mergers with Fidelity and St. Francis. Total checking
accounts grew 6.3% in 2004.

Other loan fee income was $5.8 million in 2004, an increase of $1.0 million over 2003, despite a
$1.2 million decline in loan modification (streamlined refinances) fee income in 2004. Contributing to the
improvement were fees related to our growing equity line of credit portfolio and our business banking
unit.

Income from real estate operations for the last three years is detailed below by project:

Year Ended December 31,
2004 2003 2002
Lots Income Lots Income Lots Income
Sold (Loss) Sold (Loss) Sold {Loss)
(Dollars in thousands)

Tallgrass of Naperville:

Single-family........c..cccccer i 13 $1,175 33 $ 2,559 120 $ 7,409
Multi-family and commercial . 1 460 3 2,584 1 2,161
Shenandoah...........cc.ocooe 126 5,022 196 6.182 _— _147
140 $ 6.657 232 $11.325 J21 $9.717
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During 2004, as expected, we sold fewer lots in both Tallgrass of Naperville and Shenandoah, as
each of these subdivisions was selling lots from their final units. Additionally, with the majority of sales in
the lower margin Shenandoah development in 2004, overall profit margins on lot sales declined. In 2003,
profits were boosted by the sale of three parcels of commercial land. We had expected to commence
sales of lots in our newest subdivision, Springbank (Plainfield, IL), in late 2004, but were delayed in
receiving the necessary municipal approvals, which were not obtained until November 2004. We expect
lot sales to commence in Springbank in the third quarter of 2005, and to contribute profit margins closer
to those earned in our Shenandoah project than the higher margins in our Tallgrass project.

Gain on sale of mortgage-backed securities of $500,000 in 2004 was a sharp decline from the
2003 gain of $6.0 million. In 2003, we had sold $259 million of mortgage-backed securities available for
sale as a means of managing our interest rate risk. The gain on sale of investments in 2004 was
$822,000 compared to the $6.9 million net loss recorded in 2003. In 2003, we incurred other-than-
temporary impairment writedown losses on two corporate debt securities totaling $10.0 million, which
were offset by gains from the sale of investment securities of $3.1 million. In 2004, we sold certain
corporate debt securities that had incurred other-than-temporary impairment writedowns in 2003 and
2002 at a net gain of $2.7 million that was substantially offset by a $2.0 million other-than-temporary
impairment writedown on $8.8 million of Freddie Mac floating rate preferred stock securities.

The table below shows the compaosition of non-interest expense for the periods indicated.

Percentage
Year Ended December 31, Increase (Decrease)
2004 2003 2002 2004 2003
(Dollars in thousands)
COMPENSALION ...o.iiiivii ettt ettt $ 74,295 54 344 46,452 36.7% 17.0%
Employee benefits " 22207 16,229 12.846 36.8 28.3
Total compensation and benefits .. 96.502 70,573 59,098 367 194
Occupancy eXpense..........cccovvveeceninnns 19,717 10,510 7,976 87.6 31.8
Furniture, fixture and equipment expense . 8,267 4,900 3,694 €8.7 32.6
Advertising and promotion....................... . 9,079 6,466 4,844 40.4 33.5
Data processing .......ccocovvevvieiiiccrianin, . 8,012 4,255 3,655 88.3 16.4
Amortization of core deposit intangibles ... 3,002 1,732 1,649 733 5.0
Other expenses:
Professional fees ..ot 4,756 2,468 2,841 92,7 (13.1)
Stationery, brochures and supplies . . 3,210 2,409 1,983 33.3 21.5
Postage. ..o . 2,810 2,261 1,899 243 19.1
Telephone.........ccccooeee . 3,200 2,172 1,632 47.3 331
Transaction fraud 0SSES .....c..vvvrriiiriireeeeieee e 3,084 1,896 2,026 62.7 (6.4)
Correspondent banking services..........c..cccceeeeiniieiinnnne 1,596 1,186 1,050 34.6 13.0
Title fees, recording fees and credit report expense . 1,937 1,003 884 931 13.5
Security BXPENSe ..o “ 1,464 979 631 495 55.2
ATM network fees.. N 1,262 301 522 319.3 (42.3)
Insurance CostS..........oooovviiviinninn, . 1,635 914 497 78.9 83.9
FDIC premiums and OTS assessment.........c.ccecriverienieenn 2,224 1,671 1,487 33.1 12.4
Real estate held for investment expenses'™.........c.ccccccc... 4,215 287 — NM 100.0
8,076 4214 2,974 91.6 417
39,469 21,761 18,426 81.4 _18.1
$184.048 120197 99,342 531 210
Non-interest expense to average assets...... 1.99% 1.86 1.73
Net overhead ratio™ .........cc..c.......... 1.16 75 75
Efficiency ratio ...... 54.74 47.69 46.36
Average FTES......occoooiviinriieciniae e 2,088 1,547 1,295

(1)

@ Expenses related to investments in affordable housing properties in Wisconsin.

Non-interest expense less non-interest income divided by average total assets.

Non-interest expense increased 53.1% in 2004, primarily due to the impact of the two acquisitions
closed in the second half of 2003.

Compensation and benefit costs increased 36.7% in 2004, as our average full-time equivalent
number of employees increased 35%. We were able to reduce certain duplicative positions during 2004
relating to our St. Francis acquisition, but many of these positions were not eliminated until mid-year.
The opening of four de novo branches in 2003 and three more in 2004 contributed to the higher
headcount.

Our occupancy and equipment costs increased over 80% in 2004. In addition to higher costs
resulting from the acquired branches, we incurred approximately $750,000 of duplicative occupancy costs
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during the year that have now been eliminated. Occupancy costs have also increased due to the new
corporate offices we began leasing in March 2004 to handle the growth in our company and to position us
for growth in the future. We upgraded some of our existing facilities and also incurred costs related to our
de novo branch locations.

We experienced an 88% increase in our data processing costs as we ran dual data processing
operations with St. Francis for nearly half the year, incurred system conversion expenses and installed a
second mainframe computer to enhance our disaster recovery capabilities. We expect these expenses to
be lower in 2005, as the redundant costs associated with the St. Francis acquisition were eliminated in
May 2004 upon the completion of our data processing integration.

We also incurred significant costs related to the regulatory requirements of the Sarbanes-Oxley
Act. These costs are most notabe in the increase in our professional expenses, although we also hired a
number of people to enhance our internal contro! structure, contributing to higher compensation and
benefits expense.

2003 versus 2002. Non-interest income increased 27.1% from 2002 to 2003 and was
attributable to higher gains on the sale of loans, income from real estate operations and deposit account
service charges, somewhat offset by lower net gains on the sale and writedown of mortgage-backed and
investment securities.

Loan sales in 2003 were driven by the high level of loan originations due to falling interest rates
and resulted in the 59% increase in gains. Even though the average balance of loans serviced for others
increased 46% in 2003, falling interest rates led to higher amortization of capitalized mortgage servicing
rights than in 2002, which exceeded the gross servicing fee income received. The net loan servicing fee
expense was somewhat offset by a recovery of prior valuation allowances recorded as refinance activity
slowed at the end of 2003.

We recorded a net gain of $6.0 million on the sale of $259.0 million of mortgage-backed securities
in 2003 compared to gains of $39,000 from $14.8 million of sales in 2002. Included in the $259.0 miltion
of mortgage-backed securities sold in 2003 were $85.3 million of prepayment-protected fixed-rate
mortgages swapped into mortgage-backed securities, which were subsequently sold along with an
additional $60.9 million of similar mortgage-backed securities. These sales were undertaken to improve
the Bank’s interest rate risk position by lengthening its asset duration to better match the Bank’s
increased liability duration at that time, as average lives of these foans and related mortgage-backed
securities had become very short due to high prepayment speeds.

Income from real estate operations increased 16.5% from 2002 to 2003 primarily due to the
development and sale of 196 lots in the Shenandoah development, which was the first year of sales in the
project, and the sale of three commercial parcels in the Tallgrass of Naperville project.

A net loss on the sale and writedown of investment securities of $6.9 million was recorded in
2003, compared to net gains of $80,000 in 2002. Net gains on the sale of securities in 2003 of $3.1
million were offset by $10.0 million of other-than-temporary writedowns on $16.7 million of floating-rate
debt securities. Net gains on the sale of investment securities of $2.9 million in 2002 were offset by a
$3.0 million other-than-temporary impairment writedown on a corporate debt security.

Non-interest expense increased 21% from 2002 to 2003 due to increases in most operating
categories primarily as a result of branches acquired and opened during 2003.

Compensation and benefits increased 19.4% from 2002 to 2003 due to a 19.5% increase in
average full-time equivalent employees. Occupancy and equipment costs rose due to increased
maintenance and operating costs throughout the branch network and loan processing centers.
Advertising costs increased due to increased market research, a result of competitive pressures and radio
and newspaper advertising expenses related to our efforts in brand recognition strategy.

Liquidity and Capital Resources

Our holding company manages liquidity and capital resources to provide funds necessary for
holding company debt service on borrowings, cash dividends to stockholders, funding for our land
development operation, and planned repurchases of common stock. Our major sources of liquidity at our
holding company are dividends from the Bank, which are subject to regulatory limitations, and to a lesser
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extent, cash flow from our land development operation. Additionally, we maintain a $55.0 million
unsecured line of credit with a Chicago-based commercial bank under which we had $45.0 million of
remaining availability at December 31, 2004. See page 16 for more information relating to this bank line
of credit. We expect to increase the ratio of our debt to equity capital during 2005 with the issuance of
pooled trust preferred securities as we implement our stock repurchase programs.

During 2004, we received $127.0 million in dividends from the Bank, including a $52.0 million
special dividend paid to fund a portion of the purchase price for the Chesterfield acquisition. As a resulit,
at December 31, 2004, the Bank had no retained earnings available for payment of dividends without
prior regulatory approval. Any dividend payments from the Bank in 2005 in excess of the Bank’s year to
date net income when aggregated with prior dividends will be subject to OTS approval.

We manage liquidity at the Bank to ensure that adequate funds are available to meet normal
operating requirements, as well as unexpected loan demand or deposit withdrawals by our customers, and
other contractual obligations or commitments, on a timely and cost-effective manner. Qur primary
sources of funds are deposits, wholesale borrowings, principal repayments on loans and mortgage-backed
securities, as well as proceeds from the sale of loans and investment securities. We manage our liquidity
through regular review of loan originations and payoffs, deposit flows, and anticipated movements in
interest rates, efforts that are aimed at forecasting when liquidity needs may occur and satisfying these
liquidity needs while attempting to minimize funding risk.

While the Bank’s scheduled loan and mortgage-backed securities amortization and maturing
certificates of deposit are a relatively predictable source of funds, core deposit flows, loan and mortgage-
backed securities prepayments are greatly influenced by economic conditions, the general level of interest
rates and competition. The Bank utilizes particular sources of funds based on comparative costs and
availability. The Bank expects to continue diversifying its funding sources in 2005 through increased use
of other wholesale borrowing sources, including reverse repurchase agreements and brokered certificates
of deposits.

At December 31, 2004, the Bank has approximately $843.8 million of potential additional
borrowing capacity from the FHLB of Chicago and approximately $462.1 million of available collateral
capacity under its one- to four-family blanket pledge agreement, including consideration of the additional
collateral capacity related to its excess investment in FHLB of Chicago stock. The Bank also has the ability
to pledge other mortgage-backed and investment securities, as well as certain multi-family mortgage
loans. Additional borrowings from the FHLB of Chicago are subject to the Bank’s compliance underwriting,
collateral, capital stock and other policies set forth in the FHLB of Chicago credit guide at the time of the
borrowing request. In addition, the Bank has $80 million of various short-term lines of credit with other
correspondent banks. The Bank also has additional capacity to obtain other borrowings through the
pledge of investment or mortgage-backed securities.

Contractual Obligations and Commitments and Contingencies

Through the normal course of business we enter into certain contractual obligations and other
commitments. These obligations generally relate to the funding of operations through deposits or
berrowings. The Bank historically renews in excess of 80% of its certificates of deposit, upon maturity, as
its certificates of deposit are primarily retail orientated accounts rather than more rate-sensitive brokered
certificates. As such, the scheduled $1.67 billion of maturing certificates of deposit in 2005 are not
expected to put a burden on the Bank’s cash needs. The Bank has the ability to refinance any advance
coming due with the FHLB of Chicago advances, which it will normally do in the normal course of business
if its loan portfolio is growing and out pacing deposit growth. Should its loan portfolio growth be slower,
due to prepayments in its loan portfolio, the Bank may have adequate liquidity to repay its maturing
advances.
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Contractual Obligations. The following table shows our contractual obligations coming due in
the periods indicated at December 31, 2004:

Less than 1to 3 3to5 After 5
Total 1 Year Years Years Years
(Dollars in thousands)

Certificates of deposit........cc.cooiiiiiini $ 2,395,605 1,667,053 604,444 110,406 13,702
FHLB of Chicage advances ..................... .. 2,188,125 713,125 870,000 500,000 105,000
Unsecured bank term loan and line of credit... . 80,000 17,000 14,000 14,000 35,000
Other bOIOWINGS ....oooeeie e e 325,661 25,661 225,000 75,000 —
Purchase obligations...........c.oooviiiiiie 12,576 6,165 6,171 240 —
Real estate development land purchase contracts™........... 19,724 4,459 15,265 — —
Post retirement benefit plans ...........ccc.oeee e 3,547 49 328 490 2,680
Operating leases............. . 99,000 7.900 14.700 13,900 62,500
TOLAL ..ottt $5.124,238 2441412 1749908 714.036 218.882

M Reflects contractual obligations to purchase remaining land and related contracted improvements to date. This figure does not include

the remaining additional costs of land development improvements not currently under contract, estimated at $53.2 million.

Purchase obligations reflect payment obligations under agreements to purchase goods or services
in determinable amounts at fixed prices that are enforceable and legally binding on the Company. At
December 31, 2004, they include items such as service agreements, employment agreements,
maintenance contracts, software licensing agreements and contracts for data processing and services.

Real estate development costs are funded primarily by sales of previously developed lots, and to a
lesser extent, borrowings or capital investments from the Company. It is currently anticipated that the
Company will be required to supplement the cash flow from the sales of developed lots and bulk land
parcels in inventory with borrowings from the Company. Real estate development costs shown in the table
above include $19.0 million related to binding land purchase contracts. We currently expect to incur
approximately $72.9 million in estimated future disbursements related to the current and planned future
phases of our existing real estate development projects, the majority of which are not contractual
obligations at the present time.

Post retirement benefits include benefits for employees and/or directors under the Company’s
Supplemental Executive Retirement Plan and Long Term Medical Plan.

Commitments and Contingencies. The following table shows certain off-balance sheet
commitments and contingencies of the Company and the Bank as of December 31, 2004:

Less than 1t0 3 3to5 After 5
Total 1 Year Years Years Years
(Doltars in thousands)

One- to four-family mertgage commitments ........ $ 497,869 497,869 — — —
Equity line and equity loan commitments ............ 108,732 108,732 — — —
Unused portion of equity lines of credit®............. 1,012,042 30,584 122,126 87,061 772,271
Commercial business lines®............... . 252,861 153,396 56,186 23,278 20,001
Letters of credit™ ... . 86,056 29,367 43,830 6,049 6,810
Commercial business loan commitments............. 43,791 43,791 — — —
Contingent liability under recourse provisions ..... 82,660 82 660 — — —
TOMAL 1ot $ 2,084,011 946,399 222,142 116,388 798.082

[tH]

iy Letters of Credit include $5.6 million related to land development projects.

Amounts are shown based on time to maturity for amounts if used. Reflects the maximum amount of potential liability for credit losses
at December 31, 2004 that we have retained relating to an aggregate $873.3 million of one- to four-family loans. We have either sold
the loans to investors with recourse or have assumed a layer of credit risk through private mortgage insurance in force in the Bank's
captive reinsurance subsidiary. Our loss experience to date under such recourse provisions has been immaterial.

At December 31, 2004, the Bank has approximately $247.0 million of cash and liquidity, $73.8
million of commitments to sell loans, as well as additional borrowing capacity from the FHLB of Chicago
and other wholesale borrowing sources. These sources are also available for the funding of unused equity
lines of credit. However, the Bank does not expect all of these lines to be used based on historical levels
of total line usage by its customers. Recourse provisions include credit risk related to $44.1 million of
loans sold with recourse to investors, $12.7 million of credit risk relating to loans sold to the MPF program
and $25.9 million of credit risk related to loans with private mortgage insurance in force in the Bank’s
captive reinsurance subsidiary.
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Impact of Inflation and Changing Prices

The consolidated financial statements and related consolidated information are prepared in
accordance with generally accepted accounting principles, which require the measurement of financial
position and operating results in terms of historical dollars without considering changes in the relative
purchasing power of money over time due to inflation. Unlike most industrial companies, virtually all of
the assets and liabilities of a financial institution are monetary in nature. As a result, interest rates have a
more significant effect on a financial institution’s performance than the effects of general levels of
inflation. Interest rates do not necessarily move in the same direction or in the same magnitude as the
price of goods and services.

Recent Accounting Standards

In March 2004, the FASB ratified the consensus reached by the Emerging Issues Task Force on
Issue 03-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to Certain
Investments” ("EITF 03-1"). EITF 03-1 provides guidance for determining when an investment is
considered impaired, whether that impairment is other-than-temporary, and measuring an impairment
loss. An investment is considered impaired if the fair value of the investment is less than its cost.
Generally, an impairment is considered other-than-temporary unless: (a) the investor has the ability and
intent to hold an investment for a reasonable period of time sufficient for a forecasted recovery of fair
value up to (or beyond) the cost of the investment; and (b) evidence indicating that the cost of the
investment is recoverable within a reasonable period of time outweighs evidence to the contrary. If
impairment is determined to be other-than-temporary, then an impairment loss is recognized egual to the
difference between the investment’s cost and its fair value. The guidance also includes accounting
considerations subsequent to recognition of an other-than-temporary impairment and requires certain
disclosures about unrealized losses that have not been recognized as other-than-temporary impairments.

With the release of FASB Staff Position ("FSP") EITF Issue 03-1-1 on September 30, 2004, the
FASB staff delayed the effective date of the other-than-temporary impairment evaluation guidance of EITF
03-1 (which was initially to be applied prospectively to all current and future investments in interim and
annual reporting periods beginning after June 15, 2004). FSP EITF 03-1 delays the effective date of the
measurement and recognition guidance until certain implementation issues are addressed and a final FSP
providing implementation guidance is issued. The disclosure requirements of EITF 03-1 remain in effect
and are presented in Notes 3 and 4 of this Form 10-K for the periods ended December 31, 2004 and
December 31, 2003. The amount of any other-than-temporary impairment that may need to be
recognized in the future will be dependent on market conditions, the occurrence of certain events or
changes in circumstances relative to an investee, the final guidance issued by the FASB, and the
Company’s intent and ability to hold the impaired investments at the time of the valuation.

In March 2004, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 105
("SAB No. 105"), “Application of Accounting Principles to Loan Commitments.” SAB 105 prohibits the
inclusion of estimated servicing cash flows and internally-developed intangible assets within the valuation
of interest rate lock commitments under Statement of Financial Accounting Standard No. 133. SAB No.
105 is effective for disclosures and interest rate lock commitments initiated after March 31, 2004. The
Bank adopted SAB 105 effective April 1, 2004 and the adoption did not have a material impact on the
financial statements for the year ended December 31, 2004. The Bank previously included a portion of
the value of the associated servicing cash flows when recognizing saleable loan commitments at inception
and throughout their life. This impact will not affect the ongoing economic value of the business.

In December 2003, the Accounting Standards Executive Committee of the American Institute of
Certified Public Accountants issued AICPA Statement of Position No. 03-3, ™ Accounting for Certain Loans
or Debt Securities Acquired in a Transfer” ("SOP 03-3 ). SOP 03-3 was issued to address accounting for
differences between the contractual cash flows and the cash flows expected to be collected of certain
loans and debt securities (structured as loans) when acquired in a transfer, if those differences are
attributable, at least in part, to credit quality. As such, SOP 03-3 applies to such loans and debt securities
acquired in purchase business combinations and does not apply to originated loans. The application of
SQOP 03-3 could reduce the interest income that is recognized for certain loans and debt securities by
requiring that acquired loans and debt securities be recorded at their fair value defined as the present
value of future cash flows net of expected credit losses. As a result, an allowance for loan losses would not
be recognized at acquisition. Subsequent to the initial acquisition, increases in expected cash flows
generally would be recognized prospectively through adjustment of the yield on the loan or debt security
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over its remaining life. Decreases in expected cash flows would be recognized as impairment. SOP 03-3 is
effective for loans and debt securities acquired in fiscal years beginning after December 15, 2004, with
early application encouraged. The Company will apply this SOP for prospective acquisitions.

In December 2004, the FASB issued Statement No. 123 (revised 2004), "Shared-Based Payment”
("SFAS No. 123R"”). SFAS No. 123R is a revision of SFAS No. 123, “Accounting for Stock Based
Compensation”, supersedes APB 25 and amends FASB Statement No. 95, "Statement of Cash Flows.”
SFAS No. 123R establishes standards for the accounting for transactions in which an entity (i) exchanges
its equity instruments for goods or services, or (ii) incurs liabilities in exchange for goods or services that
are based on the fair value of the entity’s equity instruments or that may be settled by the issuance of the
equity instruments. SFAS No. 123R eliminates the ability to account for stock-based compensation using
APB 25 and requires that such transactions be recognized as compensation cost in the income statement
based on their fair values on the date of the grant. The effective date of SFAS No. 123R is the first
reporting period beginning after June 15, 2005, which is third quarter 2005 for calendar year companies,
although early adopting is allowed. SFAS No. 123R permits companies to adopt the recognition
requirements using either a "modified prospective” method or a "modified retrospective” method. Under
the “modified prospective” method, compensation cost is recognized in the financial statements beginning
with the effective date, based on the requirements of SFAS No. 123R for all shared-based payments
granted after that date, and based on the requirements of SFAS No. 123 for all unvested awards granted
prior to the effective date of SFAS No. 123R. Under the "modified retrospective” method, the
requirements are the same as under the "modified prospective” method, but also permits entities to
restate financial statement of previous periods based on pro forma disclosures made in accordance with
SFAS No. 123,

The Company currently utilizes a standard option-pricing model (i.e., Black-Scholes) to measure
the fair value of stock options granted. While SFAS No. 123R permits entities to continue to use such a
model, the standard also permits the use of a “lattice” mode!l. The Company expects to evaluate the
alternative models, including the underlying valuation assumptions and has not yet determined which
model it will use to measure the fair value of stock options upon the adoption of SFAS No. 123R.

The Company currently expects to adopt SFAS No. 123R effective July 1, 2005; however, the
Company has not yet determined which of the aforementioned recognition methods it will use. The
Company currently uses the intrinsic value method as permitted by APB 25 to account for its share-based
payments to employees, and as such, generally recognizes no compensation expense for employee stock
options. Accordingly, adopting SFAS No. 123R will result in the Company recording compensation cost for
employee stock options. Subject to a complete review of the requirements of SFAS No. 123R, based on
stock options granted through December 31, 2004, the Company expects that the adoption of SFAS No.
123R on July 1, 2005, would reduce pre-tax net income by $1.5 million for 2005. We will also incur
additional expense to the extent that additional stock option awards are made. Future levels of
compensation cost recognized related to share-based compensation awards (including the aforementioned
expected costs during the period of adoption) may be impacted by new awards and/or modifications,
repurchases and cancellations of existing awards before and after the adoption of this standard. Had the
Company adopted stock option expensing in prior periods, the impact would have approximated that as
presented in the SFAS No. 123 disclosure of pro-forma net income and earnings per share in Note 1,
“"Summary of Accounting Policies,” of this Form 10-K. For additional information regarding the Company’s
stock-based compensation plans, refer to Note 16, “Officer, Director and Employee Benefit Plans,” of this
Form 10-K.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Market Risk. The Company’s primary market risk arises from interest rate risk, which is
measured and managed in various ways. Management’s goal, through policies established by the
Asset/Liability Management Committee of the Board of Directors (ALCO), is to maximize net interest
income at a commensurate level of risk, while staying within established interest rate risk policy limits
prescribed by the ALCO.

The Company uses a variety of measurement and modeling techniques that estimate the impact
of future movements in interest rates on the net interest income of the Company. Generally, the
Company measures parallel movements in interest rates in 100 basis point increments over a one-year
time horizon.
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One of the techniques used in measuring the sensitivity of net interest income to changes in
interest rates is interest rate sensitivity (static) gap analysis. The static gap is defined as the difference
between the amount of interest-earning assets maturing or repricing within a specific period of time and
the amount of interest-bearing liabilities maturing or repricing within that same period of time. We utilize
our static gap analysis as means of managing our interest rate risk at a cumulative one-year time horizon.
In this analysis, maturities of assets and liabilities are adjusted for the estimated impact of embedded
options that are contained in certain financial instrument on the Company’s balance sheet. These include
prepayment assumptions on real estate loans, and mortgage-backed securities, call options embedded in
investment securities, and put options embedded in certain borrowings. Because of the level of financial
instruments with embedded options on our balance sheet, certain shortcomings are inherent in using gap
analysis to quantify exposure to interest rate risk. In our loan portfolio, we do not necessarily know how
people are going to behave as interest rates change. Changes in interest rates may impact cash flow on a
lag basis, or lead future interest rate movements, and our expected lives of our non-maturity core deposit
accounts may not prove to be as long-term as we assume them to be in our gap analysis. However, we
still believe static gap analysis remains a useful tool for us to help manage our interest rate risk,

Generally, a positive one-year gap, where more interest-earning assets are repricing or maturing
during one-year period than interest-bearing liabilities, would tend to result in a reduction in net interest
income in a period of falling interest rates. Conversely, during a period of rising interest rates, a positive
one-year gap would likely result in an improvement in net interest income. Our goal is to maintain our
cumulative one-year gap within the range of (15)% to 15%, although we will begin to alter ALCO
strategies in our interest-sensitive portfolios, if the gap exceeds (10)% to 10%, recognizing that marginal
decisions made by management take some time to impact the Company’s overall static gap position. Our
loan portfolio tends to impact the movement in our static gap over a range of changing interest rates, due
to the predominance of one- to four-family mortgage loans that allow the customer to prepay without
penalty. We have mitigated the impact one- to four-family loans can have on our gap by 1) reducing their
concentration as a percentage of our overall loan portfolio, 2) limiting our exposure to long-term fixed-
rate mortgage loans, and 3) expanding our equity line of credit and business loan portfolios, that
generally carry more frequent interest rate adjustments, adjustable rates and/or shorter maturities.

Currently we do not use derivative financial instruments such as interest rate swaps, caps, floors,
options or similar financial instruments, to manage our interest rate risk, or periodic net interest income.
We do use forward commitments with the GSEs when selling our loan production originated for sale.

The tables on the next pages set forth the scheduled repricing or maturity of the Bank’s assets
and liabilities at December 31, 2004 and 2003. Prepayment assumptions on loans receivable are based
on models developed from our internal prepayment experience, while prepayment assumptions on
mortgage-backed securities and the impact of embedded put options on borrowings and call options on
investments are based on current market information. In addition, we use the withdrawal assumptions
used by the Office of Thrift Supervision with respect to interest-bearing and non-interest bearing checking
and passbook accounts, which are annual rates of 17.0%, 17.0%, 17.0%, 16.0%, and 33.0%,
respectively, although we consider them to be conservative.
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December 31, 2004
<1/2Yr. Ya-1Yr. 1-3Yrs. 3-5Yrs. 5+ Yrs. Total
(Dollars in thousands)

Interest-earning assets:

Loans receivable held for sale... — — — 1,899 37,632 39,521
Loans receivable.................. 2,256,709 591,340 1,890,590 1,602,719 537,156 6,878,514
Mortgage-backed securities ... 141,764 111,387 282,062 227,653 430,323 1,193,189
Investment securities ......... 111,238 656 137,166 126,577 13,322 388,959
Stock in FHLB of Chicago .. 278,916 — — — — 278,916
Interest-bearing deposits.... 37,698 — — — — 37,698
Federal funds sold.................. 42.854 — — — — 42,854

Total interest-earning assets . 2,869,179 703,383 2,309,818 1,958,838 1,018,433 8,859,651
impact of hedging activities'™ ................... 39,521 — — (1,889) _(37.632) —

Total net interest-earning assets,
adjusted for impact of hedging
ACHVItIES ... 2,908,700 703,383 2,309,818 1,956,949 980,801 8,859,651
Interest-bearing liabilities:

Interest-bearing checking accounts.. 82,620 75,598 276,688 171,873 365,230 972,009
Money market accounts............. . 676,317 — —_ — — 676,317
Passbook accounts..... 118,923 108,815 398,263 247,381 525,707 1,399,089
Certificate accounts.. 961,579 708,332 604,449 110,502 13,603 2,398,465
FHLB advances ... 477,869 391,846 845,290 450,000 30,000 2,195,005
Other borrowings 395,057 104 10,214 33 254 405,662
Total interest-bearing liabilitie 2,712,365 1,284,695 2,134,804 979,799 934,794 8,046,557
Interest sensitivity gap.......c..c...co.... . $_196,335 (581,312) 174,914 977,150 _46,007 813,094
CUmUIBtIVE GaP .oivv e $ _196.335 (384 977) (210,063) 767,087 813.004
Cumulative gap as a percentage of total
BSSES ..o, 2.03% (3.98) 2.17) 7.92 8.40
Cumulative net interest-earning assets as
a percentage of interest-bearing
liabilities ..o 107.24% $0.37 96.57 110.79 110.10

' Represents forward commitments to sell mortgage loans.

December 31, 2003
<1/2Yr. Ya-1Yr. 1-3Yrs. 3-5Yrs. 5+ Yrs. Total
(Dollars in thousands)

Interest-earning assets:

Loans receivable held for sale ................ — — —_ — 44 511 44 511
Loans receivable ..o 1,743,470 648,284 2,121,604 1,103,882 741,911 6,359,151
Mortgage-backed securities................... 131,036 110,756 300,385 180,359 249,433 971,969
Investment securities......... 183,265 1,736 87,546 74,894 17,893 365,334
Stock in FHLB of Chicago. 384,643 — — — — 384,643
Interest-bearing deposits ........c..cccceeeee 57,988 — — — — 57,988
Federal funds sold ..., 19.684 — — — — 19.684
Total interest-earning assets . 2,520,086 760,776 2,509,535 1,359,135 1,053,748 8,203,280
Impact of hedging activities'” 44,511 — — — (44,511) —

Total net interest-earning assets,

adjusted for impact of hedging
ACHVIIES oot 2,564,597 760,776 2,509,535 1,359,135 1,008,237 8,203,280

i interest-bearing liabilities:

Interest-bearing checking accounts ......... 47,394 43,341 158,628 98,536 209,389 557,288
Money market accounts............... . 891,135 — — — — 891,135
Passbook accounts ... 116,246 106,365 389,295 241,821 513,869 1,367,596
Certificate accounts 975,279 543,788 670,933 127,111 14,108 2,331,217
FHLB advances...... 334,615 284,351 924,484 500,000 80,000 2,123,450
Other borrowings ..................... 95,239 30,000 50,112 236 390 175,977
Total interest-bearing liabilities . 2,459,908 1,007,843 2,193,452 967,704 817,756 7,446,663

Interest sensitivity gap.........c.ccceoce.. .. $_104689 _(247 067) 316,083 301,431 191,481 _756.617
CUmMUIAtIVE GaP .vove e $ _104.689 (142 378) .. 173,705 _565,136 156,617

Cumulative gap as a percentage of total

ASSOIS ...t 1.17% (1.58) 1.94 6.33 8.47
Cumulative net interest-earning assets

as a percentage of interest-bearing

ltabilities ......ccoviorreiriir e 104.26% 95.89 103.07 108.53 110.16

™ Represents forward commitments to sell mortgage loans.

Our cumulative one-year gap at December 31, 2004 is (3.98)%, slightly more negative than the
(1.59)% one-year gap at December 31, 2003. Although our negative gap has increased, we consider the
amount of increase acceptable given the rise in interest rates during 2004, as we expect a certain amount
of extension in our estimated loan maturities (because prepayments have slowed), and our term funding
against these loans gets shorter as time passes, which shortens their maturity. Because we are
controlling our extension risk through limiting our investment in long-term mortgage loans, and expanding
our short-term interest sensitive equity lines of credit and business loan portfolios, we are maintaining our
gap at an acceptable level. Our negative gap position indicates that if interest rates rose, without us
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making any additional managerial decisions regarding our ALCO strategy, our net interest margin would
decline slightly over the next 12 months.

In addition to static gap analysis, we model the impact of instantaneous parallel shifts in yield
curve changes in interest rates (assuming interest rates rise and fall in increments of 100 basis points), on
anticipated net interest income over a 12-month horizon. These models are more robust than our static
gap analysis, in that we are modeling underlying cash flows in each of our interest-sensitive portfolics
under these changing rate environments. This includes adjusting anticipated prepayments, analyzing put
and call exercises, changing expected business volumes and mix (such as the mix in loan originations
between ARMs and fixed-rate), as well as modeling anticipated changes in interest rates paid on core
deposit accounts, whose rates do not necessarily move in any relationship to movements in Treasury
rates. We compare these results to our results assuming flat interest rates. Our modeling as of
December 31, 2004 indicates that net interest income would decrease by approximately 1.7% if interest
rates rose 100 basis points instantaneously, while if rates instantaneously fell by 100 basis points, net
interest income would decline by approximately 1.6%.

A third measurement of our interest rate risk we use is Net Portfolio Value Analysis. Under OTS
Thrift Bulletin 13a, we are required to measure our interest rate risk assuming various increases and
decreases in general interest rates, and their effect on our market value of portfolio equity. The Board of
Directors has established limits to changes in Net Portfolio Value ("NPV"), (including limits regarding the
change in net interest income discussed above), across a range of hypothetical interest rate changes. If
estimated changes to NPV and net interest income are not within these limits, the Board may direct
management to adjust its asset/liability mix to bring its interest rate risk within Board limits. At
December 31, 2004 and 2003, the Bank was well within the Board approved limits. NPV is computed as
the difference between the market value of assets and the market value of liabilities, adjusted for the
value of off-balance sheet items, including a core deposit intangible on the Bank’s core deposit balances.

Net Portfolio Value Analysis measures our interest rate risk by calculating the estimated change in
the NPV of our cash flows from interest sensitive assets and liabilities, as well as certain off-balance sheet
items, in the event of a shock in interest rates ranging from 100 to 200 basis points. We use a 200 basis
point movement up or down as our means of measuring overall NPV interest-rate risk. (100 basis points
downward recently due to historically low interest rates). The table below shows the change in NPV
applying various instantaneous rate shocks to the Bank’s interest-earning assets and interest-bearing
liabilities as of December 31, 2004 and 2003.

Estimated Increase Percentage Increase
Estimated NPV (Decrease) in NPV (Decrease) in NPV
Change in Interest Rate 2004 2003 2004 2003 2004 2003
(Dollars in thousands)
200 basis point fiS€ ..........coooovierie e $ 908,356 830,554 (114,270) (121,351) (11)% (13)%
100 basis point rise . 980,829 916,929 (41,796) (34,976) (4) 4)
Base scenario .............. 1,022,626 951,805 — — — —
100 basis pointdecline.................cccooenin 994,350 925,378 (28,275) (26,527} (3) (3)

Our change in NPV assuming a 200 basis point shock in interest rates remains relatively consistent
at the end of 2004 as it did in 2003. Long-term interest rates were very similar at the end of 2004 as
they were at the end of 2003, which maintained our expected levels of cash flows from our loan portfolio,
although we are modeling lower expected prepayments at the end of 2004 when compared to 2003.
Additionally helping our NPV at the end of 2004 compared to 2003 is a rise in short-term interest rates,
which has increased our base scenario value of off-balance sheet core deposit values. The decline in NPV
in an up 200 basis point scenario remains comparative to 2003, as long-term interest rates are nearly the
same at the end of 2004 and 2003, and our loan durations (as well as our borrowing durations) have
remained relatively steady, even with the rise in short-term interest rates. On the asset side of our
balance sheet, this is primarily due to slightly longer one- to four-family loan duration at the end of 2004
being offset by the increase in short-term loans tied to prime, while maintaining our borrowing duration as
rates rose by funding balance sheet growth in 2004 with both short and medium term funding.
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Report of Management Regarding Internal Control Over Financial Reporting

Management of MAF Bancorp, Inc. is responsible for the preparation, integrity, and fair
presentation of the consolidated financial statements included in this annual report. The consolidated
financial statements and notes included in this annual report have been prepared in conformity with
United States generally accepted accounting principles and necessarily include some amounts that are
based on management’s best estimates and judgments.

In order to produce reliable financial statements, management is responsible for establishing and
maintaining effective internal control over financial reporting. Management evaluates the effectiveness of
internal control over financial reporting and tests for reliability of recorded financial information through a
program of ongoing internal audits. Any system of internal control, ho matter how well designed, has
inherent limitations, including the possibility that a control can be circumvented or overridden and
misstatements due to error or fraud may occur and not be detected. Also, because of changes in
conditions, internal control effectiveness may vary over time. Accordingly, even an effective system of
internal control will provide only reasonable assurance with respect to financial statement preparation.

Management assessed the Company’s internal control over financial reporting as of December 31,
2004, as required by Section 404 of the Sarbanes-Oxley Act of 2002, based on the criteria for effective
internal control over financial reporting described in the “Internal Control-Integrated Framework,” adopted
by the Committee of Sponsoring Organizations of the Treadway Commission (COS0). Based on this
assessment, management concludes that, as of December 31, 2004, the Company's internal control over
financial reporting is effective.

KPMG LLP, the independent registered public accounting firm that audited the Company’s
consolidated financial statements, has issued an attestation report on management’s assessment of the
Company’s internal control over financial reporting.

Allen H. Koranda Jerry A. Weberling
Chairman and Chief Executive Officer Executive Vice President and
Chief Financial Officer
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Report of Independent Registered Public Accounting Firm

The Stockholders and Board of Directors
MAF Bancorp, Inc.

We have audited management’s assessment, included in the accompanying Report of
Management Regarding Internal Control Over Financial Reporting, that MAF Bancorp, Inc. and subsidiaries
(the “"Company”) maintained effective internal control over financial reporting as of December 31, 2004,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSQ). The Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on
management’s assessment and an opinion on the effectiveness of the Company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Qur audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is @ process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could
have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control
over financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Also, in our opinion, the Company maintained, in ali
material respects, effective internal control over financial reporting as of December 31, 2004, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated statements of financial condition of MAF Bancorp, Inc.
and subsidiaries as of December 31, 2004 and 2003, and the related consolidated statements of
operations, changes in stockholders’ equity, and cash flows for each of the years in the three-year period
ended December 31, 2004, and our report dated March 14, 2005 expressed an unqualified opinion on
those consolidated financial statements.

KPMG LLP

Chicago, Illinois
March 14, 2005
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Report of Independent Registered Public Accounting Firm

The Stockholders and Board of Directors
MAF Bancorp, Inc.

We have audited the accompanying consolidated statements of financial condition of MAF Bancorp,
Inc. and subsidiaries as of December 31, 2004 and 2003, and the related consolidated statements of
operations, changes in stockholders’ equity, and cash flows for each of the years in the three-year period
ended December 31, 2004. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of the Company as of December 31, 2004 and 2003, and the
results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2004, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the effectiveness of the Company’s internal control over financial
reporting as of December 31, 2004, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission, and our
report dated March 14, 2005 expressed an unqualified opinion on management’s assessment of, and the
effective operation of, internal control over financial reporting.

KPMG LLP

Chicago, lllinois
March 14, 2005
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MAF Bancorp, Inc. and Subsidiaries
Consolidated Statements of Financial Condition

December 31,
2004 2003
(Dollars in thousands)

Assets
Cash and due from BanKs .......coooioi i et $ 148,055 144,290
INtErest-beariNG GEPOSIS.....cooiiii ittt 56,089 57,988
Federal fuNGS SO, . ... e e e 42 854 19,684
Total cash and cash eqUIVAIENTS .. .....ccvi i e 246,998 221,962
Investment securities available for sale, at fairvalue ........ccoooeeoviiviiii e, 388,959 365,334
Stock in Federal Home Loan Bank of Chicago, at Cost........cccooovvnriiiiiiiiniieee e 278,916 384,643
Mortgage-backed securities available for sale, at fair value.........ccocccvee i, 948,168 971,969
Mortgage-backed securities held to maturity (fair value $244,615).........cccccev e 245,021 —
Loans receivable held for 8ale ..., 39,521 44,511
Loans receivable, Nt ... et aar e 6,878,514 6,359,151
AlOWANCE TOT (0N [OSSES . ..eeiiiiiieiie ettt eee e nannenens (36.255) (34,555)
Loans receivable, net of allowance for [0an l0SSES .......cccvvviveviviiiii e, 6,842,259 6.324.596
Accrued interest reCEIVADIE .......c..vei e e 34,888 31,168
FOreclosed real @State. .. ... e 1,487 3,200
Real estate held for development Or Sale..........cccccvviiiiiciiiiii e 35,091 32,093
Premises and equIpMENt, NEL ..o e 140,898 122,817
L0 (o= g Y= TS ST P PPV PR PR 135,249 130,615
GOOAWII ..ottt e e e e en e 305,166 262,488
INtANGIDIES .....coi 38,763 38,189

$9.681.384 8.933.585
Liabilities and Stockholders’ Equity

Liabilities
DDPDOSIES .. e e et $ 5,935,708 5,580,455
BOITOWEA fUNAS ..ot re et e e eereaeee st e s e ee e st s v e e s e e aas s anen 2,600,667 2,299,427
Advances by borrowers for taxes and iNSUraNnCe ..........ccocvrveriiiiiccceiiiie e 43,285 41,149
Accrued expenses and other liabilities ...............cooce i 127.338 110,950
TOtal HADIHIES Lot et e e et e e e e e bt e e s s ertaar e e e s eene et 8,706,998 8,031,981
Stockholders’ equity
Preferred stock, $.01 par value; authorized 5,000,000 shares; none issued or
OUESEANGING ...t et s e et a e e e araa e et a e e e abae e s — —
Common stock, $.01 par value; 80,000,000 shares authorized; 33,634,642 and
33,063,853 shares issued; 33,273,235 and 33,063,853 shares outstanding............. 336 331
Additional paid-in CaPILal ..........cooriiiii e e 522,047 495,747
Retained earnings, substantially restricted.............c..ooov i 468,408 402,402
Stock in Gain Deferral Plan; 245,467 and 240,879 Shares .........coooovoeeevvvevvivvvrmveee s 1,211 1,015
Accumulated other comprehensive income (loss), net of taX.....c.cccocceniiiiiniinc (1,676) 2,109
Treasury stock, at cost; 361,407 shares in 2004 ...........c.ooiiiiiiieiii e (15,940) —
Total StockhOIdBIS" @QUILY ...cooivviiiiiiiiie e e 974,386 901,604

$9,681.384 8.933,585

See accompanying Notes to Consolidated Financial Statements.
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MAF Bancorp, Inc. and Subsidiaries
Consolidated Statements of Operations

Year Ended December 31,

2004 2003 2002

(Dollars in thousands,
except per share data)
Interest income:

Loans receivable...........oiie i $ 343,011 272,687 288,790
Mortgage-backed securities available for sale............c..cccoeoee. 35,465 14,651 11,295
Mortgage-backed securities held to maturity ..o 3,337 — —
Federal Home Loan Bank of Chicago stocK........cccovvvcvinrninnenn, 23,092 14,362 8,287
investment securities available forsale .........ccoocviieieenn 13,233 9,904 16,081
Interest-bearing deposits and federal funds sold ........................ 3.035 4,826 5,037
Total interest iINCOME .....coooviiei e 421,173 316,430 329,490
Interest expense:
DEPOSIES .o ittt 73,872 61,011 90,963
Borrowed fUNGS.........oooivieii e 86,013 75,941 80,502
Total interest eXPeNSEe .........ooevvi i 159,885 136,952 171.465
Net interest iINCOMEe........ccooiii e 261,288 179,478 158,025
Provision for 10an (0SSeS ... 1.215 — 300
Net interest income after provision for loan losses .................. 260,073 179,478 157,725

Non-interest income:
Net gain (loss) on sale and writedown of:

LOANS FECEIVADIE .....c.vvveeeiiieei e e e 9,294 25,948 16,330
Mortgage-backed securities ... 500 6,006 39
INvestment SECUNLIES .......cocciviiiiiiii e 822 (6,943) 80
Foreclosed real estate ........cccocceiviieiiiiii e 506 365 179
Income from real estate operations ..............cccooviviircceniin e 6,657 11,325 9,717
Deposit account service Charges ........c..coceveveeecicciniecceee e 34,112 24,552 22,239
Loan servicing fee income (EXpense) .......c...cco v ivniecnieene 1,231 (5,939) (2,472)
Valuation recovery (allowance) on mortgage servicing rights...... 2,072 1,130 (2,300)
1O o[- R o Y= [ (=TT O 5,775 4,767 3,635
Brokerage ComMMISSIONS......cccc.civvieeiiiiie e ee e 4,094 3,687 2,702
O (3T S SRS PTRPRURROTN 11,223 6.835 6.214
Total non-interest iNCOMEe ... 76,286 71,833 56,363
Non-interest expense:
Compensation and benefits ........cccccoooveiiiiiii 96,502 70,573 59,098
Office occupancy and equipment............ccociieiiiviieenee e 27,984 15,410 11,670
Advertising and promotion ... 9,079 6,466 4,844
Data ProCESSING......coiiirrrieieeitieteriti e criee et e anee s et ee e rnesbe s 8,012 4,255 3,655
Amortization of core deposit intangibles ...........cccoceviiiiicrinnn 3,002 1,732 1,649
L0 (3 =T OO UR R RORRIORN 39,469 21,761 18,426
Total non-interest eXpense .......cciiinicicci e 184.048 120,197 99,342
Income before income taxes ......ccccvvieveeiiceneie e 152,311 130,914 114,746
INCOME LAXES ..eeivi ittt 50,789 47 481 40,775
NEL INCOME ...oovviiiriteii e $ 101,522 _83.433 _73971
Basic earnings per share ...............cocooiiiiiiiic e $ 3.09 3.35 3.19
Diluted earnings Per Share .......cccoccoviieiicie e $__301 ~— 326 - 311

See accompanying Notes to Consolidated Financial Statements.
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MAF Bancorp, Inc. and Subsidiaries
Consolidated Statements of Changes in Stockholders’ Equity

Balance at December 31, 2001 .........ccooceiiieiiinienns
Comprehensive income:
NEtINCOME. ...
Other comprehensive income, net of tax:
Unrealized holding gain during the year......
Reclassification adjustment of gains
included in net income
Total comprehensive income
Exercise of 331,611 stock options, and
reissuance of treasury stock ..o
Tax benefits from stock-related compensation ......
Impact of exercise of acquisition carry-over
OPHONS ..ottt
Purchase of 5,105 shares of treasury stock.
Cash dividends declared, $0.60 per share...
Dividends paid to Gain Deferral Plan....
Balance at December 31,2002 ............c..ccooeviene
Comprehensive income:
Net income..............cooviceii e
Other comprehensive income, net of tax:
Unrealized holding loss during the year......
Reclassification adjustment of losses
included in net income ............coccev e
Total comprehensive income .......
Exercise of 313,344 stock options and reissuanc
of treasury stoCK.........ccoceeerieieiis e
Allocation of 33,896 treasury shares to deferred
compensation plan.........c.ccoceieviiininieeiene
Issuance of 2,826,109 and 7,489,043 shares for
acquisition of Fidelity Bancorp and St. Francis
Bancorp, respectively, and conversion of
acquired entities stock options .........................
Purchase of 805,00 shares of {reasury stock ........
Tax benefits from stock-related compensation
Cash dividends declared, $0.72 per share.............
Dividends paid to Gain Deferral Plan....................
Balance at December 31,2003 ................ocoeen.
Comprehensive income:
Net income
Other comprehensive income, net of tax:
Unrealized holding loss during the year......
Reclassification adjustment of gains
included in netincome ...l
Total comprehensive income
Exercise of 425,282 stock options and reissuance
of treasury StoCK........ccoviieiiiiiceiei e
Issuance of 981,467 shares for acquisition of
Chesterfield Financial Corp.........c..cccovvevnienn
Purchase of 1,151,000 shares of treasury stock....
Tax benefits from stock-related compensation .. ...
Cash dividends declared, $0.84 per share .
Dividends paid to Gain Deferral Plan.....................
Balance at December 31,2004 ......................ccee.

Accumu-
lated other
compre-
Additional Gain hensive
Common paid-in Retained Deferral income  Treasury
stock capital earnings Plan (loss) stock Total
(Doliars in thousands)

$ 254 201,468 286,535 718 3,672 (56,774) 435,873
— — 73,971 — — — 73,971
— — — — 1,224 — 1,224
_ — — — (044 — (77)
— — 73971 — 1,147 — 75,118
— — (3,785) — — 4,976 1,191
— 1,829 — — — — 1,829
— 1,413 — — — — 1,413
— — — — — (168) (168)
— — (13,939) — — — (13,939)
— - 8 133 — — 141
254 204.710 342,790 851 4,819 (51.966) 501458
— — 83,433 — — — 83,433
— — — — (3,307) — (3,307)
_ — — — 597 — 597
— — 83,433 — (2,710) — 80,723
— — (4,903) — — 9,017 4,114
_ — — — — 820 820
77 289,577 — — — 73,074 362,728
_ - _ — — (30,945)  (30,945)
— 1,460 — — — — 1,460
— — (18,926) — — — (18,926)
— — 8 164 — — 172
331 495747 402,402 1,015 2,109 — 901,604
— — 101,522 — — — 101,522
— — — — (2,904) — (2,904)
= — - — (881) — (881)
— — 101,522 — (3,785) — 97,737
— 1,162 (7,849) — — 13,711 7,024
5 23,114 — — — 19,523 42,642
— — — — — (49,174) (49,174)
— 2,024 — — — — 2,024
— — (27,668) — — — (27,668)
— — 1 196 — — 197
$__336 522,047 468,408 _1.211 {1.676)  (15940) 974386

See accompanying Notes to Consolidated Financial Statements.
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MAF Bancorp, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

Operating activities:

NEEINCOME ... eriert ittt e ettt et e e

Adjustments to reconcile net income to net cash provided by
(used in) operating activities:
Amortization of premiums, discounts and deferred loan fees
Provision for 10an I0SSES ...........ocvviieiiiiiie e
FHLB of Chicago stock dividends.
Net gain on sale of loans receivable
Net gain on sale of investment and mortgage-backed securities .....
Other than temporary impairment writedown on investment securities
Net gain on real estate held for development or sale...........c.cccccoviie
Amortization and impairment (recovery) of mortgage servicing rights, net.
Depreciation and amortization.................ccooiecicici i
Amortization of core deposit intangibles.
Deferred income tax expense.............cccceee
Increase (decrease) in accrued interest receivable

Net increase (decrease) in other assets and liabilities, net of effects from
ACGUISIEIONS oot e e e e e
Loans originated and purchased for sale
Sale of loans originated and purchased for sale
Net cash provided by operating activities

Investing activities:
Loans originated and purchased for investment ...
Principal repayments on loans receivable.................
Principal repayments on mortgage-backed securities.....................
Proceeds from maturities of investment securities available for sale
Proceeds from sale of:
Investment securities available for sale .........
Mortgage-backed securities available for sale...
Real estate held for development or sale...........
Stock in Federal Home Loan Bank of Chicago
Purchases of:
Investment securities available for sale..............c.ccoooniviiiiine i
Mortgage-backed securities available for sale...
Stock in Federal Home Loan Bank of Chicago..
Real estate held for development or sale ...
Premises and equipment
Proceeds from acquisitions, net of cash pai
Net cash used in investing activities

Financing Activities:
Proceeds from:

FHLB of Chicag0 adVanCes...........ccovverinieiineiie e e

Unsecured bank term loan ..

Unsecured line of credit
Repayments of:

FHLB of Chicago advances

Unsecured bank term loan .

Unsecured line of credit...........c.ocooooviiiiie
Net increase (decrease) in other borrowings ................
Net increase in deposits
Increase (decrease) in advances by borrowers for taxes and insurance
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Year Ended December 31,

2004 2003 2002
(Dollars in thousands)
$ 101,522 83,433 73,971
(15,940) (13,841) 5,013
1,215 — 300
(17,877) (16,432) (7,627)
(9,294) (25,948) (16,330)
(3,308) (9,125) (3,105)
1,988 10,062 2,986
(6,657) (11,325) 9,717)
6,010 11,792 9,514
13,666 8,163 6,523
3,002 1,732 1,649
7,468 6,432 8,900
(3,720) 5,950 1,248
(9,485) 8,365 (24,193)
(909,291)  (1,640,055) —
919.743 1.783.732 1,314,617
79.042 202,935 50,453
(3,313,955)  (3,372,494)  (2,361,305)
2,685,375 2,908,791 2,218,226
278,184 242,594 69,355
90,741 106,157 88,025
48,551 53,218 67,891
34,470 258,956 14,822
21,737 34,392 30,420
125,690 — —
(153,650) (142,845) (117,261)
(252,983) (224,296) {232,049)
— (30,000) {30,000)
(10,257) (30,833) (14,118)
(23,361) (21,905) (14,429)
80,373 10,167 —
(389,085) (208.098) (280,423)
1,207,500 430,000 460,000
25,000 — —
17,000 20,000 —_
(1,123,750) (390,500) {360,000)
— (6,000) (4,000)
(17,000) {10,000) (10,000)
204,685 {43,718) —
88,640 17,724 193,630
1,030 (10,539) (784)




MAF Bancorp, Inc. and Subsidiaries
Consolidated Statements of Cash Flows - (Continued)

Year Ended December 31,

2004 2003 2002
(Dollars in thousands)
Proceeds from exercise of Stock OPHONS. .......coooooiviiniiii s 7,558 4,718 2,368
Purchase of treasury stock ................ (49,174) (30,945} (168)
Cash dividends paid (26.411) (16,295) (13,066)
Net cash provided by (used in) financing activities . 335,079 {35,855) 267,978
Increase (decrease) in cash and cash equivalents ..... . 25,036 (40,718) 38,008
Cash and cash equivalents at beginning of year . 221962 262,680 224,672
Cash and cash equivalents at end of year............cccocooveiniiiiciie e, $_246 998 221,962 _262 680

Supplemental disclosure of cash flow information:
Cash paid during the year for:

Interest on deposits and borrowed fuNdS.........c..ccc $ 140,769 131,497 171,432
JNCOME LBXES ... eeie ettt ettt et e e et 16,419 49,431 30,774
Summary of non-cash transactions:
Transfer of loans receivable to foreclosed real estate ..., 3,801 6,106 3,998
Loans receivable swapped into mortgage-backed securities 301,750 162,164 126,433
Treasury stock received for withholding tax liability retated to stock opti
exercises (12,224, 15,893, and 30,033 Bhares) ....cocoovvieericninne e s 536 605 1,175
Treasury stock received for stock opticn exercises (34,143, 30,466, and
26,292 SNAIES).....veee. e iereiesatt ettt 1.508 1,216 _959
Acquisitions:
ASSEES BCGUINE ..iu vttt ettt b e e 352,126 2,856,688 —
Common stock issued for aCqUISIIONS .........c.coociiiriinic e 42642 362,728 —
Cash paid for purchase of SLOCK ............oooiiiiiicren e (80,034) — —
Cash acquired ... 160,407 10,167 —
Net cash received from acquUISItoNS ..o $__80.373 10,167 —

See accompanying Notes to Consclidated Financial Statements.
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MAF Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies

Principles of Consolidation. The consolidated financial statements include the accounts of MAF
Bancorp, Inc. ("Company”) and its wholly-owned subsidiaries. All significant intercompany balances and
transactions have been eliminated in consolidation. Certain reciassifications of prior year amounts have
been made to conform to the current year presentation.

Use of Estimates. The preparation of the consolidated financial statements in conformity with
accounting principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts reported in the consolidated financial statements and
accompanying notes., Estimates most susceptible to change are in the determination of the Bank’s
allowance for loan losses, the valuation of mortgage servicing rights, the accounting for real estate
development and the valuation and impairment of goodwill and intangibles. Actual results could differ
from those estimates.

Statement of Cash Flows. For purposes of reporting cash flows, cash and cash equivalents
include cash and due from banks, interest-bearing deposits and federal funds sold. Generally, federal
funds are sold for one-day periods and interest-bearing deposits mature within one day to three months.

Restrictions on Cash. Based on the types and amounts of deposits received, the Bank
maintains vault cash and non-interest bearing cash balances in accordance with Federal Reserve Bank
reserve requirements. The Bank’s reserve requirements of $15.9 million at December 31, 2004 and $15.5
million at December 31, 2003 were met with funds on deposit in a pass-through account at the Federa!
Home Loan Bank of Chicago as well as vault cash.

The Bank is also required to keep a compensating balance based on the average daily remittance
of checks issued for daily operating activities with a third party. This balance was $16.8 miilion at
December 31, 2004 and $20.6 million at December 31, 2003.

Investment and Mortgage-Backed Securities. All investment and mortgage-backed securities
are classified as available for sale or held to maturity. Investments and mortgage-backed securities that
are categorized as available for sale are carried at fair value, with unrealized gains and losses reflected in
stockholders’ equity, net of tax. Held to maturity securities include mortgage-backed securities which the
Company has the positive intent and ability to hold to maturity. These investments are carried at
amortized cost, with no recognition of unrealized gains or losses in the financial statements. Losses on
securities that are deemed other-than-temporary are recognized in the statement of operations, with a
new cost basis established in the statement of financial condition.

Investments and mortgage-backed securities are adjusted for amortization of premiums, accretion
of discounts, and the amortization of purchase accounting adjustments to the earlier of call or maturity, or
in the case of mortgage-related securities, over the estimated life of the security using the level-yield
method. Gains and losses on sales of investment securities, mortgage-backed securities, and equity
securities are determined using the specific identification method.

The Bank executes “swap” transactions with the Federal National Mortgage Association (“Fannie
Mae”) and the Federal Home Loan Mortgage Corporation (“Freddie Mac”) to exchange whole mortgage
loans originated by the Bank for mortgage-backed securities guaranteed by the agencies, for which the
Bank pays a guarantee fee.

Loans receivable held for sale. The Bank sells, generally without recourse, whole loans and
participation interests in mortgage loans that it originates mainly to GSEs such as Fannie Mae and Freddie
Mac. The Bank sells various loans, with recourse, to the Federal Home Loan Bank Mortgage Partnership
Program ("MPF”) in which it retains a limited and specified level of credit risk. Loans originated are
identified as either held for investment or sale upon origination. Loans which the Bank intends to sell
before maturity are classified as held for sale, and are carried at the lower of cost, adjusted for applicable
deferred loan fees or expenses, or estimated market value in the aggregate.

The Bank enters into forward commitments, primarily with Fannie Mae, to sell mortgage loans
originated by the Bank at a specific time and specific price in the future. Loans subject to forward sales
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MAF Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements - (Continued)

are classified as held for sale. Unrealized losses, if any, on forward commitments are included in gain on
sale of mortgage loans in the period the loans are committed.

Loans Receivable. Loans receivable are stated at unpaid principal balances less unearned
discounts, deferred loan origination fees and costs, loans in process and the allowance for loan losses.

Loan fees and certain direct loan origination costs are deferred at origination, and the net deferred
fee or cost is recognized as an adjustment to yield using the level-yield method over the contractual life of
the loans. Discounts on loans receivable are amortized to interest income using the level-yield method
aver the remaining period to contractual maturity, adjusted for anticipated prepayments. Purchase
accounting premiums or discounts are amortized over the contractual term of loans receivable acquired,
adjusted for anticipated prepayments, using the ievel-yield method.

The accrual of interest income for all loans is discontinued when there is clear indication that the
borrower’s cash flow may not be sufficient to meet payments as they become due or management
becomes aware of facts or circumstances that may adversely impact the collectibility of principal or
interest on loans. A loan (whether considered impaired or not) is classified as non-accrual when the
borrower becomes 91 days past due. When a ican is placed on non-accrua! status, or is in the process of
bankruptcy or foreclosure, previously accrued but unpaid interest is reversed against interest income.
Income is subsequently recorded to the extent cash payments are received, if the entire principal balance
is considered collectible, or at a time when the loan is brought current in accordance with its original
terms.

The Bank considers a loan impaired when, based on current information and events, it is probable
that the Bank will be unable to collect all amounts due according to the contractual terms of the loan. For
loans which are not individually significant (i.e. loans under $1.0 million) and represent a homogeneous
population, the Bank evaluates impairment coliectively based on management reports on the volume and
extent of delinquencies, as well as historical lgss experience for these types of loans. The Bank uses this
criteria on one- to four-family residential loans, consumer loans, smaller multi-family residential loans,
and land loans. Impairment for loans considered individually significant, as well as commercial real estate
and commercial business loans, are measured based on the present value of expected future cash flows
discounted at the loan’s effective interest rate, or the fair value of the collateral if the loan is collateral
dependent. Charge-offs of principal occur when a loss has deemed to have occurred as a result of the
book value exceeding the fair value or net realizable value.

Allowance for Loan Losses. The allowance for loan losses is increased by charges to operations
and decreased by charge-offs, net of recoveries. In evaluating the adequacy of the allowance for loan
losses and determining, if any, the related provision for loan losses, management considers:

(1) subjective factors, including local and general economic business factors and trends, portfolio
concentrations and changes in the size and/or general terms of the loan portfolio, (2) historical loss
experience and the change in the mix of the overall portfolioc composition over the last five years,

(3) specific allocations based upon probable losses identified during the review of the portfolio, and

(4) delinquency in the portfolio and the composition of non-performing loans including the percent of non-
performing loans with supplemental mortgage insurance. Larger loans, typically secured by commercial
real estate, that exhibit probable or observed credit weaknesses are subject to individual review. In
addition, various regulatory agencies, as an integral part of their examination process, periodically review
the Bank’s allowance for loan losses. Such agencies may require the Bank to recognize additions to the
allowance based on their judgments using information available to them at the time of their examination,
In the opinion of management, the allowance, when taken as a whole, is adequate to absorb probable
losses in the loan portfolio.

Foreclosed Real Estate. Real estate properties acquired through, or in lieu of, foreclosure are
initially recorded at the lower of carrying value or fair value less the estimated cost to dispose at the date
of foreclosure, establishing a new cost basis. Management periodically performs valuations and an
allowance for loss is established if the carrying value of a property exceeds its estimated fair value less
cost to dispose. At December 31, 2004 and 2003 all foreclosed real estate properties are one- to four-
family residences.
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MAF Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements - (Continued)

Real Estate Held for Development or Sale. Real estate properties held for development or
sale, are carried at the lower of cost, including capitalized holding costs, or net realizable value. Gains
and losses on individual lot sales in a particular development are based on cash received less the
estimated cost of sales per lot. Cost of sales per lot is calculated as the current investment in the
particular development unit plus anticipated costs to complete the development unit, which includes
capitalized interest, divided by the total number of lots to be sold in the unit. Periodic reviews are made
as to a development’s estimated costs to complete. The change in lot sale profits on past sales that
results from changes in estimated costs is recognized in the period of change as either a charge or an
addition to income from real estate operations. Included in earnings is a calculation of interest income,
which is recognized as a contra expense, representing the interest cost for funds that would normally be
invested in interest-earning assets, but is instead consumed as capital in developing a land development
project. This interest cost is included in the total cost of the project.

Premises and Equipment. Land is carried at cost. Buildings, leasehold improvements, furniture,
fixtures, and equipment are carried at cost, less accumulated depreciation and amortization. Purchase of
premises and equipment are recorded at market value for business acquisitions. Buildings, furniture,
fixtures, and equipment are depreciated using the straight-line method over the estimated useful lives of
the assets. The cost of leasehold improvements is amortized using the straight-line method over the
lesser of the life of the leasehold improvement or the term of the related lease.

Affordable Housing Investments. Affordable housing investments included in other assets
represent multi-family rental properties (affordable housing projects) in which a subsidiary of the
Company has investor interests. The financial condition, results of operations and cash flows of each LLP
or LLC is consolidated in the Company’s financial statements. The properties are recorded at cost less
accumulated depreciation. The Company evaluates the recoverability of the carrying value on a regular
basis. If the recoverability was determined to be in doubt, a valuation allowance would be established.
Depreciation expense is provided on a straight-line basis over the estimated useful life of the assets. The
operations of the properties tend to generate an aggregate net oss before income taxes, but contribute
income tax credits, which lowers the Company’s effective tax rate. Once established, the credits on each
property last for ten years and reduce the consolidated federal tax liability of the Company. The Company
is obligated to keep the projects’ low-rent structure in place for a period of time after the ten-year tax
credit period.

Premiums on deposits and borrowings. Amortization of purchase accounting adjustments on
deposits and borrowings are amortized using the level-yield method over the estimated term to maturity.

Goodwill and Intangibles. Goodwill represents the excess of the purchase price over the fair
value of the net identifiable assets acquired in business combinations or branch acquisitions. Core deposit
intangibles represent the value assigned to the core deposit base acquired. The valuation techniques we
use to determine the carrying value of tangible and intangible assets and liabilities acquired in acquisitions
and the estimated lives of the identifiable intangible assets involve a number of subjective judgments such
as estimates for discount rates, projected future cash flows and time period of useful lives, all of which are
susceptible to change based on changes in economic conditions and other factors.

Both goodwill and core deposit intangibles are recognized as & result of the purchase method of
accounting for business combinations. Core deposit intangibles have finite lives and are amortized on an
accelerated basis to expense over the estimated life of the core deposit which approximates ten years.

The Company reviews long-lived assets and certain identifiable intangibles for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable.
The impairment is measured based on the expected future cash flows from the use of the asset and its
eventual disposition. If expected future cash flows are less than the carrying amount of the asset, an
impairment loss is recognized based on current fair values.

The Company adopted Statement of Financial Accounting Standards ("SFAS”) No. 142, “Goodwill
and Other Intangible Assets,” and SFAS No. 147 “Acquisitions of Certain Financial Institutions” effective
January 1, 2002. Under SFAS No. 142, goodwill and indefinite life intangibles are no longer amortized but
are subject to impairment tests on at least an annual basis. Any impairment of goodwill or intangibles will
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Notes to Consolidated Financial Statements - (Continued)

be recognized as an expense in the period of impairment. The most recent evaluation was completed as
of May 31, 2004. No impairment was deemed necessary as a result of the Company’s analysis.

SFAS No. 147 amends SFAS No. 72, “Accounting for Certain Acquisitions of Banking or Thrift
Institutions,” to remove the acquisition of financial institutions from the scope of that statement and
provides guidance on the accounting for the impairment or disposal of acquired long term customer
relationship intangible assets. SFAS No. 147 requires acquisitions of financial institutions that meet the
definition of a business combination to be accounted for in accordance with SFAS Nos. 141 and 142. The
provisions were effective on October 1, 2002. Adoption of Statement No. 147 required restatement of
earnings for each quarter since adoption of SFAS No. 142. The Company adopted SFAS No. 147 on
October 1, 2002 and earnings for each of the first three quarters of 2002 were restated by approximately
$163,000 (pre-tax) to eliminate goodwill amortization on branch acquisitions.

Mortgage Servicing Rights. Mortgage servicing rights are initially capitalized upon acquisition,
based upon their estimated value, and are subsequently amortized over the estimated life of the loan
servicing income stream, using the level-yield method. The estimated value takes into consideration
contractually known amounts, such as loan balance, term, contract rate, and escrow funds with the Bank
for the payment of taxes and insurance. The balance of mortgage servicing rights is included in the
consolidated statement of financial condition in intangible assets. The Bank conducts periodic impairment
analyses by evaluating the present value of the future economic benefit to be derived from the servicing
rights using current information regarding interest rates, prepayment assumptions, ancillary income, and
the cost to service such loans. For purposes of measuring impairment, the mortgage servicing rights are
stratified based on the predominant risk characteristics of the underlying loans. The Bank stratifies loans
by interest rate, maturity, and whether the loans are fixed or adjustable rate. A valuation allowance is
recognized in the amount by which the capitalized servicing rights for a specific stratum exceeds its
estimated fair value,

Income Taxes. The Company and its subsidiaries file a consolidated federal income tax return,
except for MAF Realty Co., L.L.C.- IV, a REIT, which is required to file a separate federal income tax
return. Deferred income taxes are provided for all significant items of income and expense that are
recognized in different periods for financial reporting purposes and income tax reporting purposes. The
asset and liability approach is used for the financial accounting and reporting of income taxes. This
approach requires companies to take into account changes in the tax rates when valuing the deferred
income tax accounts recorded on the consolidated statement of financial condition. In addition, it
provides that a deferred tax liability or asset shall be recognized for the estimated future tax effects
attributable to “temporary differences” and loss and tax credit carryforwards. Temporary differences
include differences between financial statement income and tax return income which are expected to
reverse in future periods as well as differences between tax bases of assets and liabilities and their
amounts for financial reporting purposes which are also expected to be settled in future periods. To the
extent a deferred tax asset is established which is not likely to be realized, a valuation allowance shall be
established against such asset.

Derivative Financial Instruments. The Company primarily utilizes forward commitments to sell
mortgage loans and to a lesser extent, interest rate futures contracts, primarily U.S. Treasury bond
futures, as part of its mortgage loan origination hedging strategy. Loan commitments and forward sales
are accounted for as derivative instruments with adjustments included in earnings as a component of gain
on sale of loans at each period end. Gains and losses on open and closed futures positions are deferred
and recognized as an adjustment to gain (loss) on the sale of loans receivable when the underlying loan
being hedged is sold into the secondary market. All derivatives are recognized on the consolidated
statement of financial condition at their fair value.

Comprehensive Income. Comprehensive income includes net income plus other comprehensive
income. Other comprehensive income includes revenues, expenses, gains and losses that under
accounting principles generally accepted in the United States of America are included in comprehensive
income but excluded from net income. The Company reports comprehensive income in its consolidated
statement of changes in stockholders’ equity.
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Segments. The Company uses the management approach for determining segment reporting.
Based on the management approach, the Company operates two separate lines of business, banking and
land development operations.

Stock Option and Equity-based Plans. The Company has various stock-based compensation
plans pursuant to which stock options and other equity-based awards have been granted.

The Company applies APB Opinion 25, “Accounting for Stock Issued to Employees,” and related
Interpretations in accounting for its stock option plans. Accordingly, no compensation cost (except on
restricted stock unit awards) has been recognized for stock options granted under its plans. The Company
anticipates adopting the fair value method of expense recognition as of July 1, 2005, in accordance with
SFAS No. 123R, “Share-Based Payment,” which is effective as of the first interim or annual reporting
period that begins after June 15, 2005. SFAS No. 123R eliminates the ability to account for stock-based
compensation using APB 25 and requires that such transactions be recognized as compensation cost in the
income statement based on their fair values on the date of the grant. Had the Company elected to record
compensation expense for stock option grants based on the fair value at the grant dates for stock option
awards under those plans consistent with the method of SFAS No. 148, the Company’s net income and
earnings per share would have been reduced to the pro-forma amounts indicated in the table below:

Year Ended December 31,
2004 2003 2002
{Dollars in thousands, except per share data)

Net income
AS TEPOMEA ... it et ee ettt e ettt et ettt e b e s er e $101,522 83,433 73,971
Deduct: total stock option employee compensation expense determined under
fair value-based method for all awards, net of related tax effects ....................... 6.805 4075 2,845
PrO-TOIMA ..ottt ettt ettt bbbt $_94.717 79,358 71,126
Basic earnings per share
AS TEPOMEM ... oottt ettt ettt et ep et e $ 3.09 3.35 3.19
PrO=fOMMIA ..ot ettt e e e sa et e bt 2.88 3.18 3.07
Diluted earnings per share
AS TEPOMEA ...ttt ettt e n e 3.01 3.26 3.1
PrO-fOMMIE ..o e et et ane e _2.88 _3.18 307

The fair value of each option grant is estimated using the Black-Scholes option-pricing model with
the following weighted-average assumptions used for grants during the years ended December 31, 2004,
2003, and 2002, respectively: dividend yield of 1.88%, 1.73% and 1.75%; expected volatility of 25.91%,
26.57%, and 26.56%; risk-free interest rates of 4.20%, 3.86%, and 3.44%; expected life of 7.5 years for
each period.

Earnings Per Share. Earnings per share is determined by dividing net income for the period by
the weighted average number of shares outstanding. Stock options are considered in the earnings per
share calculations only if dilutive, and are the only adjustments made to average shares outstanding in
computing diluted earnings per share. Anti-dilutive stock options not included in the computation of
diluted earnings per share were 393,750, 317,700 and 577,021, at December 31, 2004, 2003 and 2002,
respectively.

Year Ended December 31, 2004 Year Ended December 31, 2003 Year Ended December 31, 2002
Per Per Per
Income Shares Share Income Shares Share Income Shares Share

{Numerator) (Denominator) Amount (Numerator) (Denominator) Amount (Numerator) (Denominator) Amount
(Dollars in thousands, except share data)

Basic earnings per share:
Income available to
common shareholders.... $ 101,522 32,897,164 §$ 3.09 $83433 24,920,150 $3.35 $73,971 23,162,422 $3.19
Effect of dilutive securities-
Stock options ...t 809.405 672,585 585,989
Diluted earnings per share:
Income available to
common shareholders
plus assumed

CONVETSIONS .....c.oeeveenn. $ 101,522 33,706,569 §$3.01 $83433 25502745  $326 $73.971 23748411 $3.11
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2. Business Combinations

On March 31, 2003, the Company purchased a branch of UmbrellaBank, fsb in Chicago, IL. The
transaction involved the purchase of approximately $8.5 million in deposits and the assumption of the
lease for the branch facility.

On July 21, 2003, the Company acquired Fidelity Bancorp, Inc. in an ali-stock transaction, valued
at $115 million. A total of 2,826,109 shares of common stock were issued. Goodwill and core depaosit
intangibles of $44.8 million were recorded in the transaction. In connection with the merger, Fidelity’s
bank subsidiary, Fidelity Federal Savings Bank, was merged into the Bank. The merger provided five
additional branch locations in the Chicago area. At acquisition date, Fidelity had assets of $612.9 million,
deposits of $434.6 million and stockholders’ equity of $59.6 million.

On December 1, 2003 the Company acquired St. Francis Capital Corporation in an all-stock
transaction, valued at $358 million. A total of 7,489,043 shares of common stock were issued, $16.2
million was paid out for stock option cancellations, and $131.2 million of goodwill and core deposit
intangibles were generated in the transaction. The merger gave the Company 23 branch offices in the
Milwaukee, Wisconsin area. In connection with the merger, St. Francis’s bank subsidiary, St. Francis
Bank, was merged into the Bank. At acquisition date, St. Francis had assets of $2.19 billion, deposits of
$1.29 billion, and stockholders’ equity of $191.1 million.

On October 31, 2004, the Company acquired Chesterfield Financial Corp. in a transaction valued
at $128.4 million and payable 65% in cash and 35% in MAF common stock. The aggregate transaction
value, including stock options, totaled approximately $128.4 million, represented by $85.7 million in cash
and approximately 982,000 shares of MAF Bancorp common stock. Goodwill and core deposit intangibles
of $45.9 million were generated in the transaction. The merger provided three additional branch locations
in the Chicago area. At acquisition date, Chesterfield had assets of $354.2 million, depaosits of $270.7
million and stockhoiders’ equity of $73.3 million.

3. Investment Securities Available for Sale

Investment securities available for sale are summarized below:

December 31, 2004 December 31, 2003
Gross
Amortized Unrealized Fair Amortized  Gross Unrealized Fair
Cost Gains  Losses Value Cost Gains Losses Value
(Dollars in thousands)

U.S. Government securities .......... $ 128,020 291 (529) 127,782 $ 154,287 1,424 (279) 155,432
U.S. Agency securities................ 155,511 116 (756) 154,871 73,547 134 (187) 73,494
Asset-backed securities ....... 19,949 41 (2) 19,988 47,067 1,939  (1,268) 47,738
Corporate debt securities 7.208 112 - 7,320 7.683 126 - 7.809
Bank trust preferred securities ...... 61,339 595 (6) 61,928 62,330 381 (43) 62,668
GSE preferred stock .........c.ccee. 17,167 153 (250) 17.070 19,242 438 (1.487) 18.193

$389.194 1308 (1.543) 3880950  §$364.156 4442 (3264) 365334

The Company did not have any investment securities classified as held to maturity or trading at
December 31, 2004 or December 31, 2003.
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The amortized cost and fair value of securities at December 31, 2004, by contractual maturity, are
shown in the table below. Expected maturities may differ from contractual maturities because certain
borrowers have the right to call obligations without penalty. At December 31, 2004, the Company had
$245.3 million of investment securities with call options, of which $180.0 million were callable within one
year.

Amortized
Cost Fair Value
(Dollars in thousands)

Debt securities:

Under one year..........cooceeceneviinens $ 15299 15,349
Over1to5years.......coveriveninnen 269,337 268,439
CverSto10years.....c.ccocvviveeeenn, - -
Over 10 years ..o evveeriienicncen 67,442 68,113
Total debt securities................... 352,078 351,901
Asset-backed securities ........................ 19,949 19,988

GSE preferred stock ..o 17,167 17.070
Total investment securities......... $ 389,194 _.388 959

Activity in the sales of investment securities available for sale is as follows:

Year Ended December 31,

2004 2003 2002
(Doltars in thousands)
Total proceeds on sale................ocoevvrevrienee $ 48,5561 5§3.218 67,891
Gross realized gains ... .. $ 3475 3,451 3,176
Gross realized losses .. (665) (332) (110)
Netgainonsale........cccoerivevnrinnne 2,810 3,118 3,066
Losses deemed other-than-temporary ......... (1,988) (10,062) (2,986)
Net gain (I0S8) ..coovvverienriniie e $__822 (6,943) 80

During 2004, the Company recorded a $2.0 million other-than-temporary impairment writedown
on two Freddie Mac floating rate preferred stock securities with an aggregate carrying value of $8.8
million. The Company recorded the writedown in accordance with U.S. generally accepted according
principles, because the current yield on these securities is below market interest rates, the fair value has
been below cost for an extended period, and a recovery in fair value is not assumed within a reasonably
short period of time. During 2003, the Company wrote down a $9.3 million floating-rate debt security by
$6.9 million due to insufficient cash flow underlying the repayment of the security. This security was
collateralized by various aircraft assets and leases. Another $7.4 million fioating-rate security
collateralized debt obligation which was secured by various high yield debt securities was written down by
$3.1 million during 2003. The charge of $3.0 million taken in 2002 related to a third $8.5 million floating-
rate security that was in default following its maturity in December 2002. This security was collateralized
by various aircraft leased to a major carrier that filed bankruptcy in the fourth quarter of 2002. These
three securities were sold in 2004 at a gain of $2.7 million.

The following table discloses the securities in the Company’s investment portfolio that have
unrealized losses aggregated by each category of investment as of December 31, 2004:

Aggregate Unrealized Losses on Investment Securities

Less than 12 months 12 months or longer Total
Unrealized Unrealized Unrealized
Description of Securities Fair Value Losses Fair Value Losses Fair Value Losses
(Dollars in thousands)

U.8. Government securities .................... $§ 73,058 (404) 4,875 (125) 77,833 (529)
U.S. Agency securities...........coccooeiie 117,008 (756) — — 117,008 (756)
Asset-backed securities...............c.oco 3,676 (2) — — 3,676 (2)
Bank trust preferred securities ............... 4,994 (6) — — 4,994 (6)
GSE preferred stock ............cocerviireinns 9,750 (250) — — 9,750 (250)
$ 208.486 (1.418) 4875 (25) 213.361 (1.543)

Because the securities in the investment portfolio are classified as available for sale, and carried at
fair value with unrealized losses, net of related tax effects, recorded in stockholders’ equity, any charge to
earnings in the future if the securities would be deemed by management to be other-than-temporarily
impaired would not be expected to have a significant impact on stockholders’ equity at December 31,
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2004. None of the unrealized losses are related to credit deterioration. The Bank has the ability and
intent to hold these securities until market values recover.

4. Mortgage-Backed Securities Available for Sale or Held to Maturity

Mortgage-backed securities available for sale and held to maturity are summarized below:

December 31, 2004 December 31, 2003
Amortized _Gross Unrealized Fair Amortized _Gross Unrealized Fair
Cost Gains Losses Value Cost Gains Losses Value

(Dollars in thousands)
Available for sale:
Pass-through certificates:

Fannie Mae ... $ 231,300 1,064 (1,197) 231,157 287,884 1,793 (479) 289,198

Freddie Mac ... . 45,933 425 (170) 46,188 50,471 848 7) 51,312

Other ..o, 20,594 59 (174) 20,479 24,965 147 (121) 24,991
Collateralized mortgage

obligations:

Agency CMOS ..o, 511,917 489 (2,197) 510,209 454,993 1,115 (1,373) 454735

Private issue CMOs........... 140910 1156 (890} 140,135 151,398 435 (100) 151,733

$950.654 2,142  (4.628) 948168 969711 4,338 (2.080) 971969

Held to maturity:
Fannie Mae pass-through

certificates ..o o1l $ 245,021 —_— (406) 244 615 — — . __

During the years ended December 31, 2004, and 2003, the Bank swapped $49.0 million, and
$76.9 million, respectively, of primarily fixed-rate loans it originated into mortgage-backed securities
which were sold in the same period. Additionally, in 2004 and 2003 the Bank swapped $252.8 million and
$85.3 million, respectively, of fixed-rate loans into mortgage-backed securities that were added to the
held to maturity portfolio. Included in mortgage-backed securities held to maturity at December 31, 2004
are $245.1 million of loans originated by the Bank.

Activity in the sales of mortgage-backed securities available for sale is as follows:

Year Ended December 31,

2004 2003 2002
(Dollars in thousands)
Total proceeds on sale ..o $34.470 258,956 14,822
Gross realized gains... . $ 500 6,006 3
Gross realized losses . . — — —
NEEGAIN et $__500 —56.006 39

The following table discloses the securities in the Company’s available for sale portfolio that have
unrealized losses aggregated by each category of investment as of December 31, 2004:

Aggregate Unrealized Losses on Mortgage-Backed Securities

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Description of Securities Value Losses Value Losses Value Losses

(Dollars in thousands)
Pass-through certificates:

Fannie Mae $ 135,898 (895) 8,735 (302) 144,633 (1,197)
Freddie Mac y 13,041 (170) — — 13,041 (170)
Other ..o 15,335 (174) - — 15,335 (174)

164,274 {1.239) 8735 (302) 173,009 {1,641)

Coltateralized mortgage obligations:

Agency CMOS ... 298,118 (1,615) 39,599 (582) 337,717 (2,197)
Private issue CMOs. 81,125 (648) 14,016 (241) 95,141 (890)

379,243 (2,264) 53,615 (823) 432,858 {3,087)

$ 543,517 (3.503) 62,350 (1.125) 605,867 (4.628)

Because the securities identified in the table above are classified as available for sale, and carried
at fair value with unrealized losses, net of related tax effects, recorded in stockholders’ equity, any charge
to earnings in the future if the securities would be deemed by management to be other-than-temporarily
impaired would not be expected to have a significant impact on stockhoiders’ equity. None of the
unrealized losses is related to credit deterioration. The Bank has the ability and intent to hold these
securities until market values recover.
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5. Loans Receivable Held For Sale

The Bank classifies loan originations that it intends to sell in the secondary market as held for sale
at the time of origination. At December 31, 2004 the Bank had $37.6 million of fixed-rate loans with a
weighted average rate of 5.70% and $1.9 million of adjustable-rate loans with a weighted average rate of
4.93% classified as held for sale. At December 31, 2003 the Bank had $44.5 million of fixed-rate loans
with a weighted average rate of 6.00% classified as held for sale.

6. Loans Receivable

Loans receivable are summarized as follows:

December 31,

2004 2003
(Dollars in thousands)
One- to foUr-family . ......oooivriri i e $4,024322 $3,924,865
Equity lines of credit.... .. 1,276,647 898,452
Home equity loans ...... 55,136 67,119
Multi-family .......... 647,382 621,255
Commercial .... 505,214 521,438
Construction .. 164,995 127,525
Land ... 64,765 75,012
Consumer 1oans........cc..oooeevvvevieeenn..n. 7,650 38,238
Commercial business loans .............. 147 345 128,266
Total loans receivable 6,893,456 6,402,270
Less:
LOBNS IN PIrOCESS ..cooviiiiiiieriiri ittt et e n e e 34,143 59,733
Unearned discounts, premiums and deferred loan fees, net. (19,201) (16,614)
Loans receivable, NBt.... ..o $6.878 514

Adjustable-rate loans included in loans receivable totaled $5.47 billion at December 31, 2004 and
$4.64 billion at December 31, 2003.

Allowance for loan losses. Activity in the allowance for loan losses is summarized as follows for
the years indicated:

Year Ended December 31,
2004 2003 2002
(Dollars in thousands)

Balance at beginning of year.................. $34555 19,483 19,607
Provision for [oan 10SS€S..........co..oeveeennee.. 1,215 — 300
Balance acquired in acquisitions .............. 1,297 15,371 —
Charge-offs ..o (1,091) (369) (617)
Recoveries ............... 279 70 193

Balance at end of year $362556 34565 19483

At December 31, 2004, 2003 and 2002, the Bank had $31.5 million, $32.8 million and $25.4
million, respectively, in loans that were on non-accrual status. Interest income that would have been
recorded on non-accrual loans amounted to $1.4 million for each of the years ended December 31, 2004,
2003 and 2002, respectively, had these loans been accruing under their contractual terms. Interest
income recognized on non-accrual loans and included in interest income was $630,000, $718,000 and
$562,000, for the years ended December 31, 2004, 2003 and 2002, respectively.

At December 31, 2004 and 2003, there were no commitments to lend additional funds to
borrowers whose loans were determined to be non-performing. At December 31, 2004 and 2003, the
Company had $3.4 million and $2.6 million of impaired loans, respectively. There were no specific
reserves established for these loans. The average balance of impaired loans for 2004 and 2003 was $2.7
million and $1.8 million, respectively.
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7. Accrued Interest Receivable

Accrued interest receivable is summarized as follows:

December 31,

2004 2003

(Doliars in thousands)
Investment securities available for sale............................ $ 3,768 3,319
Mortgage-backed securities available for sate... 3,379 3,544
Mortgage-backed securities held to maturity 933 —
Loans receivable..........ooceooiii e 28,998 26,780
Reserve for uncollected interest on loans receivable ....... (2190) (2.475)

$34.888 31168

8. Real Estate Held for Development or Sale

The carrying value of the Company’s investment in real estate held for development or sale by
project is as follows:

December 31,

_ 2004 2003

(Doflars in thousands}
Springbank of Plainfield.......... 334,654 26,411
Taligrass of Naperville. 216 2,231
Shenandoah..........c.coccoeveene 221 3451

$35.001 32,003

Income from real estate operations by project for the years indicated is as follows:

Year Ended December 31,
2004 2003 2002
(Dollars in thousands)

Shenandoah ... $ 5,022 6,182 147
Tallgrass of Naperville .......... 1,635 5.143 9570

$66567 11325 9717

Interest capitalized to real estate held for development or sale amounted to $8,000, $-0- and
$96,000 for the years ended December 31, 2004, 2003 and 2002, respectively.

9. Premises and Equipment

Premises and equipment are summarized as follows:

Estimated December 31,
Useful Life 2004 2003

(Dollars in thousands)

LaNd. .o $ 30,368 23,248
Office buildings ... .. 10-50 years 69,080 64,081
Furniture, fixtures and equipment. 1-20 years 55,780 47 565
Computer equipment................ 2-10 years 14,257 9,917
Leasehold improvements..................... 1-27 years 16,573 12,751

Total premises and equipment, at cost..... 186,058 157,563
Less: accumulated depreciation and amortization......... (45,160) (34,746)

$ 140,898 122,817

Depreciation and amortization of premises and equipment, included in data processing expense
and office occupancy and equipment expense, totaled $13.7 million, $8.2 million and $6.5 million for the
years ended December 31, 2004, 2003 and 2002, respectively. Occupancy expense is reduced by rental
income from leased premises totaling $982,000, $1.0 million and $1.1 million for the years ended
December 31, 2004, 2003 and 2002, respectively.
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The Bank is obligated under non-cancelable leases primarily for office space. Rent expense under
these leases for the years ended December 31, 2004, 2003 and 2002, was $8.2 million, $3.6 million, and
$2.6 million, respectively. The projected minimum rentals under existing leases as of December 31, 2004
is as follows (in thousands):

Year Ended December 31,

2005, ... $ 7,900
2006.. 7,500
2007 7,200
2008.. 7,100
2009, . 6,800
2010 and thereafter.................. 62,500

10. Goodwill and Intangibles

The changes in the carrying amount of goodwill, by segment, for the years ended December 31,
2004 and 2003 are as follows:

Land
Banking Development Total
(Doliars in thousands)

Balance at December 31, 2002 .......cccoovieviieiiini i $ 94,796 —_— 94,796
Addition related to Umbrella acquisition ... 587 — 587
Addition related to Fidelity acquisition 43,265 43,265
Addition related to St. Francis acquisition.. 124,312 — 124,312
Adjustments refated to prior acquisitions... (472) — (472)

Balance at December 31,2003 ... 262,488 — 262,488
Addition related to Chesterfield acquisition. .. 43,922 — 43,922
Adjustments related to prior acquisitions ... . (1.244) — (1.244)

Balance at December 31,2004 . ... $ 305,166 — $ 305,166

The changes in the carrying amount of intangibles for the years ended December 31, 2004 and
2003 are as follows:

Core Mortgage
Deposit Servicing
Intangibles Rights Total
(Dollars in thousands)

Batance at December 31, 2002 ................ $ 7170 12,960 20,130
ADItIONS ..o 8,623 22,960 31,583
Amortization expense ................ (1,732) (12,922) (14,654)
Valuation allowance recovery, net . e 1.130 1,130
Balance at December 31, 2003 .. 14,061 24,128 38,189
AddIioNS ..o 2,007 7,683 9,690
Amortization expense. .............. (3,002) (8,186) (11,188)
Valuation allowance recovery, net ............ — 2,072 2,072
Balance at December 31, 2004 ................ $ 13,066 25,697 38,763

The following is a summary of intangible assets subject to amortization:

As of December 31, 2004 As of December 31, 2003
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
(Dollars in thousands)
Core deposit intangibles .. $ 26,577 (13,511} 24,570 (10,509)
Mortgage servicing rights' 31,890 (6,193) 26,988 (2,860)
Total i $ 58,467 {19.704) £1,558 (13.369)

" The gross carrying amounts at December 31, 2004 and 2003 are net of impairment reserves of
$171,000 and $2.2 million respectively.
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Amortization expense for core deposit intangibles and mortgage servicing rights for the year
ended December 31, 2004 and estimates for the five years thereafter are as follows. These estimates
relate to the carrying value of the Bank’s core deposit intangibles and mortgage servicing rights as of
December 31, 2004.

Core Mortgage

Deposit Servicing
Intangibles Rights
(Pollars in thousands)

Aggregate Amortization Expense:

For the Year ended December 31, 2004......... $ 3,002 8,186
Estimated Amortization Expense:

For the Year Ended December 31, 2005........ 2,900 5,200

For the Year Ended December 31, 2006 ........ 2,200 4,200

For the Year Ended December 31, 2007 ........ 1,600 3,800

For the Year Ended December 31, 2008........ 1,400 3,500

For the Year Ended December 31, 2009 ........ 1,200 3,200

Loan servicing and mortgage servicing rights. The Bank services loans for the benefit of
others pursuant to loan servicing agreements. Under these agreements, the Bank typically coliects from
the borrower monthly payments of principal and interest, as well as funds for the payment of real estate
taxes and insurance. The Bank retains its loan servicing fee from these payments and remits the balance
of the principal and interest payments to the various investors. Mortgage loans serviced for others are
not included in the accompanying consolidated statement of financial condition. The unpaid principal
balances of these loans were $3.64 billion, $3.33 billion and $2.02 billion, at December 31, 2004, 2003
and 2002, respectively. Non-interest bearing custodial balances maintained in connection with mortgage
loans serviced for others (included in deposits) were $47.2 million and $40.0 miilion at December 31,
2004 and 2003, respectively.

11. Deposits

The following table is a summary of the Company’s deposits at December 31, 2004 and 2003.
The weighted average rates are contractual rates and are not adjusted for the effect of purchase
accounting adjustments. The unamortized premium was created as part of the purchase accounting
adjustments in the acquisitions of Chesterfield, Fidelity, St. Francis and Mid Town to mark the deposits to

fair value.
December 31, 2004 December 31, 2003
Weighted Weighted
% of Average % of Average
Amount Total Rate Amount Total Rate
(Dollars in thousands)
Commercial checking ..........cc.eeoe. $ 239,249 4.0% — $ 216,489 3.9% —
Non-interest bearing checking ...... 250,569 4.2 — 218,446 3.9 —
Interest bearing checking 972,009 16.4 94 555,675 10.0 42
Commercial money markets ......... 64,810 1.1 1.34 19,512 3 28
Money markets ........c.......... 611,507 10.3 97 885,216 15.9 79
Passbooks........cccovrceveirnec 1,399,099 236 57 1,353,881 24.2 _.66
3,537,243 59.6 68 3,249,219 58.2 56
Certificate accounts:
Upto1.99% ..cooovviriiiiieen, 653,304 11.0 1.74 1,056,024 19.0 144
2.00% t0 2.99%.. 1,100,135 18.5 2.46 479,922 8.6 254
3.00% to0 3.99%..... 394,822 6.7 3.42 433,245 7.8 3.48
4.00% and greater.................. 247344 42 477 354,534 6.3 476
2,395,605 404 2.66 2,323725 417 2.55
Unamortized premium .................. 2.860 — — 7,511 A —
Total deposits..........ccccoeeens $5.935.708 100.0% _1.48% $5.580.455 100.0%  _1.39%

The aggregate amount of certificates of deposit with denominations of $100,000 or greater
(jumbo certificates) was $533.3 million and $536.4 million at December 31, 2004 and 2003, respectively.

69




MAF Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements - (Continued)

Scheduled maturities of certificate accounts at December 31, 2004 are as follows (in thousands):

12 months or less........ $ 1,667,053
13 to 24 months........... 469,969
25 to 36 months. . 134,475
Over 36 months........... 124,108

$ 2.395 608

The certificate of deposit categories above include $5.0 miilion of brokered deposits at
December 31, 2004, which consists of one brokered CD. At December 31, 2004, the original maturity of
the brokered certificate was 3.0 years. There are three months remaining to the maturity and the interest
rate is 4.30%.

Interest expense on deposit accounts is summarized as follows for the periods indicated:

Year Ended December 31,

2004 2003 2002
(Dollars in thousands)
Interest-bearing checking ................ $ 6,960 2,441 2,732
Money markets............ccooeieeiniinns 6,099 5,505 9,008
Passbooks.......cccocriicriinicniniini 7,970 9,276 15,733
Certificates ........c..oocvvieeiiiien 52,843 43789 63492

$73872 61011 90,963
At December 31, 2004, U.S. Treasury Notes, Freddie Mac and Fannie Mae mortgage-backed
securities, as well as mortgage loans with an aggregate carrying value of $46.5 million and fair value of
$46.1 million, were pledged as collateral for certain jumbo certificates.

12. Borrowed Funds

The following table is a summary of the Company’s borrowed funds at December 31, 2004 and
2003. The weighted average rates are contractual rates and are not adjusted for the effect of purchase
accounting adjustments. The unamortized premium was created as part of the purchase accounting
adjustments in the acquisitions of Fidelity and St. Francis to mark the borrowings to fair value.

December 31, 2004 December 31, 2003
Weighted Weighted
Interest Rate Average Average
Range Rate Amount Rate Amount

(DPollars in thousands)
Fixed-rate advances from FHLB due:

WIthin 1 year ... 224% -~ 7.20% 534% $ 613,125 532% $ 390,000
1to 2 years.... 183 - 682 3.56 560,000 5.34 619,375
2to 3 years.... 323 - 389 3.57 210,000 4.30 210,000
3to4 years.... 249 - 586 4.78 425,000 3.82 150,000
4105 years.... 254 - 586 4.67 75,000 4.90 375,000
510 6 years.... 277 - 542 3.65 105,000 4.67 75,000
Bto7years.......ccooevieeninns . — — — 3.65 105,000
Total fixed rate advances ................ 183 - 7.20 4.42 1,888,125 4.90 1,924,375
Adjustable-rate advances from FHLB
due:
WIthin 1 Year.........cccoovevveeeier e, 216 - 231 2.23 100,000 1.16 30,000
1i02years... 217 - 2863 2.40 100,000 1.1¢ 100,000
2 to 3 years. — — — 1.21 50,000
Total adjustable rate advances. 216 - 2.63 232 200,000 1.1¢ 180,000
Total advances from FHLB... . 183%- 7.20% 4.22 2,188,125 4.58 2,104 375
Unsecured term bank loan ....... . 3.29 70,000 2.26 45,000
Unsecured line of credit.. . 3.43 10,000 2.17 10,000
Other borrowings................... . 2.35 325,662 1.55 120,977
Unamortized premium.............. . — 6.880 — 19,075
Total borrowed funds...........ooooeveenee _396% $2600667 _4.36% $2299427

Federal Home Loan Bank of Chicago Advances. The Bank has adopted a collateral pledge
agreement whereby the Bank has agreed to at all times keep on hand, free of all other pledges, liens, and
encumbrances, first mortgages with unpaid principal balances aggregating no less than 167% of the
outstanding secured advances from the Federal Home Loan Bank ("FHLB") of Chicago. All stock in the
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FHLB of Chicago is pledged as additional collateral for these advances. At December 31, 2004, no
securities were pledged for these borrowings.

Included in FHLB of Chicago advances at December 31, 2004 are $365.0 million of fixed-rate
advances with original scheduled maturities of 5 to 10 years, which are putable at the discretion of the
FHLB of Chicago as follows: $290.0 million at 4.90% in 2005 and, $75.0 million at 2.94% in 2006. At
inception, the Bank receives a lower cost of borrowing on such advances than on similar termed non-
putable advances, in return for granting the FHLB of Chicago the option to put the advances back to the
Bank prior to their final maturity. At December 31, 2004, the Bank had $200.0 million of adjustable-rate
advances that are indexed to rates ranging from the three-month London interbank offering rate
("LIBOR") flat to plus four basis points. The table above shows all advances at their final contracted
maturity, excluding of the putable feature.

Unsecured Term Bank Loan. In 2004, the Company renegotiated its unsecured term bank loan
in conjunction with its acquisition of Chesterfield Financial. At December 31, 2004, the Company has a
$70.0 million unsecured term loan with a final maturity of December 31, 2011. The loan agreement
provides for an interest rate of one, two, three, six or twelve-month LIBOR plus 110 basis points at the
option of the Company at each reprice date. At December 31, 2004, the interest rate is currently one-
month LIBOR plus 110 basis points, or 3.29%. At December 31, 2004, the balance of the unsecured term
loan is $70.0 million and the first scheduled principal payment of $7.0 million is due on December 31,
2005. Prepayments of principal are allowed without penalty at the end of any repricing period. At
December 31, 2003, the balance of the unsecured term loan was $45.0 million.

Scheduled principal repayments on the unsecured term bank loan are as follows as of
December 31, 2004 (in thousands):

December 31,

Unsecured Line of Credit. In conjunction with the term bank loan, the Company also maintains
a $55.0 million one-year unsecured revolving line of credit, which matures on October 31, 2005. The line
is generally renewable at maturity at the mutual agreement of the Company and the lender. The balance
outstanding on the line of credit was $10.0 million at December 31, 2004 and 2003. This line of credit
provides for interest rates of one, two, three, six or twelve-month LIBOR plus 95 basis points. At
December 31, 2004, the interest rate is currently one-month LIBOR plus 95 basis points or 3.43%.

The term bank loan and line of credit agreements contain covenants that, among other things,
require the Company to maintain a minimum stockholders’ equity balance and to obtain certain minimum
operating results, as well as requiring the Bank to maintain “well capitalized” regulatory capital levels and
certain non-performing asset ratios. In addition, the Company has agreed to certain restrictions on
additional indebtedness and agreed not to pledge any stock of the Bank or MAF Developments for any
purpose. At December 31, 2004, the Company was in compliance with these covenants.
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Other borrowings:

Reverse Repurchase Agreements. The Bank enters into sales of securities under agreements
to repurchase the identical securities (“reverse repurchase agreements”) with nationally recognized
primary securities dealers and are treated as financings. The securities underlying the agreements are
delivered to the dealers who arrange the transaction and are reflected as assets. The usual terms of
agreements require the seller, generally after a short period of time, to repurchase the same securities at
a predetermined price or yield. The following table presents certain information regarding reverse
repurchase agreements as of and for the periods indicated:

Year Ended December 31,

2004 2003 2002
(Dollars in thousands)

Balance at end of period...............c..covereenienns $ 300,000 $ 105,000 =
Maximum month-end balance .. 300,000 105,000 —
Average balance ..............cooce oo 195,492 105,000 —
Weighted average rate at end of period............ 2.42% 1.64% N/A
Weighted average rate on average balance ..... 1.69 1.64 N/A

At December 31, 2004, all reverse repurchase agreements are floating rate and have maturities
ranging from fifteen months to 4.8 years. The interest rate on $225.0 million of these agreements is tied
to the prime rate and ranges from prime minus 275 basis points to prime minus 280 basis points. The
remaining $75.0 million have interest rates ranging from three-month LIBOR minus 50 basis points to
three-month LIBOR minus 75 basis points. The LIBOR-based repurchase agreements are putable at the
discretion of the lender quarterly starting in 2006. At December 31, 2004, reverse repurchase
agreements were collateralized by investment, mortgage-backed and CMO securities with a carrying value
of $315.0 million and fair value of $313.7 million. Securities sold under agreements to repurchase were
delivered for escrow to the broker-dealer who arranged the transactions.

Retail repurchase agreements. For certain customers with significant funds available for
deposit at the Bank, the Bank offers “retail” repurchase agreements under which the Bank collateralizes
its obligation to repay the customer funds with U.S. government or agency securities. The retail
repurchases, which totaled $24.9 million at December 31, 2004, are collateralized by one mortgage-
backed security and two CMO securities with a carrying value of $21.9 million and fair value of $21.9
million.

Interest expense on borrowed funds is summarized as follows for the periods indicated:

Year Ended December 31,

2004 2003 2002
(Dollars in thousands)
FHLB of Chicago advances..... $ 84,296 74,554 78,765
Unsecured term bank loan ...... 1,312 1,210 1,634
Unsecured fine of credit........... 144 33 103
Other borrowings™ ................. 261 144 —

$86.013 75,941 80,502

M Other borrowings expense includes interest expense on retail
repurchase agreements, reverse repurchase agreements, and for
the year ended December 31, 2003, federal funds purchased and
treasury tax & loan advances.

13. Derivative Financial Instruments

The Bank enters into forward commitments to sell mortgage ioans for future delivery as a means
of limiting exposure to changing interest rates between the date a lcan customer commits to a given rate,
or closes the loan, whichever is sooner, and the sale date, which is generally 10 to 60 days after the
closing date. These commitments to sell require the Bank to deliver mortgage loans at stated coupon
rates within the specified forward sale period, and subject the Bank to risk to the extent the loans do not
close. The Bank attempts to mitigate this risk by collecting a non-refundable commitment fee, when
possible, and by estimating a percentage of fallout when determining the amount of forward commitments
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to sell. The following is a summary of the Bank'’s forward sales commitment activity for the periods

indicated:
Year Ended December 31,
2004 2003 2002
(Dollars in thousands)
Balance at beginning of year ..o $ 66,433 317,263 195,888
New forward commitments to deliver loans.............. 1,174,197 1,516,124 1,428,901
Loans delivered to satisfy forward commitments ..... (1,166,869) (1,766.954) {1,307,526)
Balance atend of year............ccocccec i $_73761 66,433 317,263

Loan commitments and forward sales are accounted for as derivative instruments with
adjustments included in gain on sale of loans at each period end. At December 31, 2004 and 2003, the
net fair value adjustment of locked commitments and forward sales was ($198,000) and ($84,000),
respectively.

The Bank also enters into interest rate futures contracts to hedge its exposure to price fluctuations
on firm commitments to originate loans intended for sale, that have not been covered by forward
commitments to sell loans for future delivery. Included in gain on sale of mortgage ioans for the years
ended December 31, 2004, 2003 and 2002 are $-0-, $77,000 and $(66,000) of net futures gains,
(losses), respectively, from hedging activities. At December 31, 2004 and 2003, the Bank had no
deferred gains or losses on futures contracts. The following is a summary of the notional amount of
interest rate futures contract activity for the periods indicated:

Year Ended December 31,
2004 2003 2002
(Dollars in thousands)

Balance at beginning of year................. 3 — 1,000 —
Interest rate futures contracts sold ......... — 9,500 49,700
Interest rate futures contracts closed...... — (10,500) (48,700)
Balance atend of year ... $ — = 1,000

14, Income Taxes

Income tax expense is summarized below:

Year Ended December 31,
2004 2003 2002
(Dollars in thousands)

Current:
Federal .........cccoeviiiiiniinie $42,022 38,052 28,088
State....oovv 1,289 2997 3,787

43,321 41,049 31.875

5,609 4,544 8,445
1.859 1,888 455
7.468 6,432 8.900

Total income tax expense ...  $ 50.789 47,481 40775

Retained earnings at December 31, 2004 include $89.4 million of tax bad debt reserves for which
no provision for income taxes has been made. If in the future this amount or a portion thereof, is used
for certain purposes other than to absorb losses on bad debts, an income tax liability will be imposed on
the amount so used at the then current corporate income tax rate. If deferred taxes were required to be
provided on this item, the amount of this deferred tax liability would be approximately $34.9 million.
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The reasons for the differences between the effective income tax rate and the corporate federal
income tax rate are summarized in the following table:

Percentage of Income Before
Income Taxes
Year Ended December 31,

2004 2003 2002
Federal income tax rate ............ccccevveeriviiinrennn 35.0% 35.0 35.0
Items affecting effective income tax rate:
State income taxes, net of federal benefit...... 1.4 24 24
Affordable housing tax credits.. (2.0) (0.2) —
Otheritems, net.................... (1) 0.9) 1.9
Effective income tax rate...........c..ccccoceiviinine 33.3% 36.3 355

The tax effects of temporary differences that give rise to significant portions of the deferred tax
assets and deferred tax liabilities at December 31, 2004 and 2003 are presented below:

December 31,
2004 2003
(Dollars in thousands)

Deferred tax assets:
Deferred compensation............ccoocciiiiieie e $ 10,915 10,002
Allowance for 10an [0SSES..........cccovevieiiirivene . 13,954 13,742
Unrealized toss on securities available for sale .. . 1,046 —
Book versus tax basis of securities ...... . 2,095 7,244

Book versus tax basis on borrowings .. 2,677 7,351
Book versus tax basis on deposits ... . 1,135 2,984
State net operating losses............ . 1,851 1,695
Other.....covieisie e . 1,108 586
Total deferred tax assets .. . 34,781 43,604
Valuation allowance ...........ccoociiieiiiiniies e (1.825) (1,660)
Total deferred tax assets net of valuation allowance........ 32,956 41,944
Deferred tax liabilities:
REIT dividends..........coiviriininieiececence e, (5,902) (11,467)
Loan origination fees and expenses............... . (3,546) (1,614)

Book versus tax basis of land and fixed assets .. (13,937) {10,480)

Book versus tax basis of capitalized servicing..........cc.c.c....... (9,554) (5,671)
Book versus tax basis of intangible assets............c.ccocoen (5,940) (5,999)
Book versus tax basis in FHLB stock .......... . (19,033) (22,650)
Book versus tax basis of loans receivable...... . (2,217) (3,255)
Unrealized gain on securities available for sale.. . — (1,329)
OhET .. e . (2,855) (1.604)

Total deferred tax liabilities .. . (62,984) (64.069)

Net deferred tax liability ..o, $ (30.028) (22,125)

At December 31, 2004, deferred tax assets include approximately $39.2 million of various state
net operating loss carryforwards, primarily from acquired companies, which begin to expire in 2006
through 2019. These deferred tax assets are reduced by a valuation allowance to the extent full
realization is in doubt. If the acquired net operating losses with a related valuation allowance are
subsequently utilized, the related recognized tax benefits will be allocated to reduce goodwill.

Based upon historical taxable income as well as projections of future taxable income, management
believes that it is more likely than not that the deferred tax assets, net of the valuation allowance, will be
fully realized.

15. Regulatory Capital

The Bank is subject to regulatory capital requirements by the Office of Thrift Supervision ("OTS").
Failure to meet minimum capital requirements can initiate certain mandatory, and possibly additional
discretionary actions by regulators, which could have a material impact on the Bank’s financial
statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, the Bank must meet specific capital guidelines that involve quantitative measures of the Bank’s
assets, liabilities, and certain off-balance sheet items as calculated under regulatory accounting practices.

Quantitative measures established by the OTS to ensure capital adequacy require the Bank to
maintain minimum amounts and ratios (as set forth in the table below) of three capital requirements: a
tangible capital (as defined in the regulations) to adjusted total assets ratio, a core capital (as defined) to
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adjusted total assets ratio, and a risk-based capital (as defined) to total risk-weighted assets ratio. The
Bank met all capital adequacy requirements to which it is subject as of December 31, 2004.

The Bank’s actual capital amounts and ratios, as well as minimum amounts and ratios required for
capital adequacy and prompt corrective action provisions are presented below:

To Be Well Capitalized

Under Prompt
For Capital Adequacy Corrective Action
Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio

(Dollars in thousands)
As of December 31, 2004:
Tangible capital (to total assets) ............. 3 664,449 7.14% 2$139,642 >1.50% N/A
Core capital (to total assets)................. $ 664,449 7.14% 2$372,379 >4.00% >$465,473 >5.00%
Total capital (to risk-weighted assets)..... $ 687,500 11.30% >$486,665 >8.00% >$608,331 210.00%
Core capital (to risk-weighted assets)..... $ 664,449 10.92% N/A >$364,999 >6.00%
As of December 31, 2003:
Tangible capital (to total assets) ............. $ 615,582 7.16% >$129,000 21.50% N/A
Core capital (to total assets).................. $ 615,582 7.16% 2$343,999 >4.00% 2$429,998 25.00%
Total capital (to risk-weighted assets)..... $ 640,413 11.45% >$447 366 >8.00% >3$559,208 210.00%
Core capital (o risk-weighted assets)..... $ 615,582 11.01% N/A 2$335,525 26.00%

OTS regulations provide various standards under which the Bank may declare and pay dividends
to the Company. During 2005, the amount of dividends the subsidiaries can pay to the Company without
prior approval of the OTS is limited to 2005 eligible net profits, as defined, and adjusted retained 2004
and 2003 net income from its subsidiaries. At December 31, 2004, under this standard, no portion of the
Bank's retained earnings were available for dividend declaration primarily due to the special dividend of
$52.0 million to fund the acquisition of Chesterfield Financial Corp.

As of December 31, 2004 and 2003, the most recent notification from the OTS categorized the
Bank as well capitalized under the regulatory framework for prompt corrective action. To be categorized
as well capitalized, the Bank must maintain a minimum core capital to adjusted total assets, risk-based
capital to adjusted risk-weighted assets, and core capital to adjusted risk-weighted assets ratios as set
forth in the table above. There are no conditions or events since that notification that management
believes have changed the Bank’s category. The acquisitions of Chesterfield in 2004, and Fidelity and St.
Francis in 2003, did not negatively impact capital adequacy levels.

16, Officer, Director and Employee Benefit Plans

Employee Stock Ownership Plan (ESOP). The Mid America Bank, fsb ESOP covers
substantially all employees with more than one year of employment who have attained the age of 21.
Contributions to the ESOP by the Bank are currently made to purchase additional common shares of the
Company’s stock. For the years ended December 31, 2004, 2003 and 2002, total contributions to the
ESOP were $680,000, $580,000, and $640,000, respectively, which were expensed. The ESOP purchased
16,237, 13,000 and 16,211 of the Company’s shares for the years ended December 31, 2004, 2003 and
2002, respectively.

Profit Sharing Plan/401(k) Plan. The Mid America Bank, fsb Profit Sharing/401(k) Plan allows
employees to make pre-tax or after-tax contributions to the plan, subject to certain limitations. The Bank
matches the pre-tax contributions of employees at a rate equal to 35%, up to a $1,200 maximum
matching contribution per employee. The Bank, at its discretion, may make additional contributions.
Employees’ contributions vest immediately while the Bank’s contributions vest gradually over a six year
period based on an employee’s years of service. The Bank made discretionary and matching contributions
of $2.7 million, $2.3 million, and $1.9 million for the years ended December 31, 2004, 2003, and 2002,
respectively.

Qualified Retirement Plans of Acquired Companies. As a result of the mergers with Fidelity
Bancorp and St. Francis Capital Corporation during 2003, the Company, through Mid America Bank,
became the plan sponsor of the Fidelity ESOP, the Fidelity 401(k) Plan, the Fidelity Retirement Pian, the
St. Francis ESOP and the St. Francis Savings and Retirement Plan. The Fidelity ESOP and 401(k) plans
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were merged into the Mid America ESOP and Mid America Profit Sharing Plan, respectively, in November
2003. The St. Francis ESOP and St. Francis Savings and Retirement Plan were merged into the Mid
America ESOP and Mid America Profit Sharing Plan, respectively, during 2004. The Fidelity Retirement
Plan has been terminated and distributions to plan participants are currently expected to be made during
2005. The Company recorded expenses for contributions made to these plans of $-0- and $162,000 for
2004 and 2003, respectively.

Following the merger with Chesterfield Financial Corp. in 2004, the Company became the plan
sponsor of the Chesterfield ESOP and Chesterfield Profit Sharing Plan. Both of these plans have been
terminated and distributions are expected to be made to plan participants during 2005. The Company did
not record any contribution expense for these plans during 2004,

Incentive Plan/Stock Option Plans. Prior to 2003, the Company and its shareholders adopted
various stock option plans for the benefit of employees and directors of the Bank. Vesting for options
awarded under such plans generally occurred over a period of approximately three years, except for
option grants to non-employee directors, which were immediately exercisable.

In July 2003, the Company adopted the MAF Bancorp Incentive Compensation Plan (the “Incentive
Plan”), which was later approved by shareholiders in November 2003. All stock option and equity awards
are now made under the Incentive Plan. Under the Incentive Plan, a variety of different types of awards
may be granted to directors and employees, including stock options, stock appreciation rights, restricted
shares, performance shares, restricted and performance share units, cash awards, awards under deferred
compensation or similar plans, and other incentive awards.

The plan provides that the total number of shares of common stock which may be issued pursuant
to awards under the plan may not exceed 800,000 shares, plus such number of shares of common stock
that have already been authorized and previously approved by MAF’s shareholders and are available for
issuance under MAF’s 2000 Stock Option Plan.

Of the shares authorized for issuance under the Incentive Plan, up to 25% may be issued with
respect to awards of restricted stock and restricted stock units. In the case of stock option awards, the
option exercise price must be at least 100% of the fair market value of the common stock on the date of
grant, and the option term cannot exceed 10 years. Vesting periods are determined at the discretion of
the Company’s Compensation Committee. For the initial stock options awards granted under the
Incentive Plan in 2003, the vesting period was established as two years. The stock options awarded
during 2004 were immediately vested on the date of grant.

In conjunction with the Company’s acquisitions, certain outstanding stock options of the acquired
institutions were converted into stock options of the Company based on the transactions’ exchange ratios
and other terms of the merger agreements. The value of these stock options was included in the
purchase price of the transactions.

A summary of shares subject to stock options and stock option activity in the Incentive Plan and
all other stock option plans of the Company, (including plans of acquired entities assumed by the
Company as a result of the conversion of stock options) follows:

Year Ended December 31,

2004 2003 2002
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price

Beginning of year............cc.coeoivivenienicie 3,273,345 $27.44 2,894,035 $25.66 2,700,611 $ 2205
Options granted ... 474,500 44 .61 350,700 41.79 532,500 34.25
Acquiree options converted ... — — 367,286 20.80 — —
Options eXercised........ocoiieeiiiiiniinrvnrieiee (216,872) 21.21 (226,990) 18.98 (249,542) 11.75
Converted options exercised .............ccooeveene (208,405) 21.44 (86,354} 18.84 (82,069) 4.78
Options cancelled ... (15,242) 32.72 (25,332) 30.77 (7,465) 27.06
End of YEar......c.coooovvieriereceen e $ 30.67 3,273,345 $27.44 2.894 035 $ 25.66
Options exercisable ... 2,992,325 3014 2495117 25.29 1,822, 685 22.89
Fair value of options granted during year.......... $13.21 $12.58 $_991

~J
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In addition to the outstanding stock options shown in the table above, there were 503,479 shares
available for grant under the Incentive Plan as of December 31, 2004. Cancelled stock options increase
the number of shares available for grant under the Incentive Plan.

At December 31, 2004 the following stock options are outstanding:

Options Outstanding Options Exercisable

Range of Exercise Options Weighted-Average  Weighted-Average Options Weighted-Average

Prices Outstanding Remaining Life (yrs) Exercise Price Exercisable Exercise Price

$10.781018.36............ 285,148 1.97 $14.14 285,148 $14.14
19.681023.90........... 464,383 4.07 22.36 460,483 22.35
2522t027.70............ 636,671 5.16 26.36 636,671 26.36
28.161044.87 ........... 1,921,124 8.07 36.56 1,610,023 36.68
3.307.326 6.42 $ 30.67 2992325 $3014

During 2003 and 2004, the Company also granted restricted stock units ("RSUs”) to non-
executive employees pursuant to the Incentive Plan. An RSU award entitles a recipient to receive a like
number of shares of MAF Bancorp stock on certain designated vesting dates, assuming the recipient is still
employed with the Company on such dates. RSUs granted in 2003 and 2004 vest on various dates during
a period that ends five years from the date of grant. The following is @ summary of outstanding RSUs:

Year Ended
December 31,
2004 2003
Beginning of year....... 26,258 —_
RSUs granted............ 26,040 26,458
RSUs vested ............. (4,850) —
RSUs cancelled......... (4,946) (200)
End of year................ 26.258

Stock Option Gain Deferral Plan. The MAF Bancorp, Inc. Stock Option Gain Deferral Plan
("Gain Deferrai Plan”) was adopted during 1999. The Gain Deferral Plan combines traditional deferred
compensation arrangements with stock option exercise transactions by allowing designated executive
officer participants (currently two) to defer to a future date, the receipt of shares representing the value
of underlying MAF Bancorp stock options. Dividends paid on MAF Bancorp shares deferred through the
Gain Deferral Plan are recorded as compensation expense and reinvested in MAF Bancorp shares. The
Company’s obligation to issue the deferred MAF Bancorp shares in the future is recorded in stockholders’
equity as the sum of (a) the number of shares purchased with reinvested dividends multiplied by the
purchase price of such shares, and (b) the number of shares deferred in option exercise transactions
multiplied by the exercise price of the related stock options. Subsequent to December 31, 2004, on
February 1, 2005, the Gain Deferral Plan was terminated, the assets of the Plan, which were invested in
shares of the Company’s common stock, were distributed in kind to the two Plan participants upon
termination.

Deferred Compensation Plans. The Bank maintains deferred compensation plans for directors,
executive officers and certain other corporate officers. The deferred compensation plans allow directors to
defer all of their director compensation and other participants to defer up to 25% of their salary and
certain bonuses. Plan participants have the option to have their deferred amounts earn interest at 130%
(110% effective January 1, 2005) of the Moody's corporate bond rate or to earn a total return based on
an investment in MAF Bancorp common stock. The Bank also offers a deferred compensation plan to
other selected employees that has similar terms but provides for a lower interest crediting rate and no
stock investment option. In addition, the Bank is the successor to various deferred compensation plans of
acquired companies.

Amounts deferred remain the property of the Bank. At December 31, 2004 and 2003, the
Company had invested $19.3 million and $17.6 million, respectively in bank-owned life insurance that
may be used to satisfy obligations of the deferred compensation plans, including certain death benefits.
At December 31, 2004, and 2003 the Company had an aggregate liability to the participants of the
deferred compensation plans totaling $15.6 million and $13.6 million, respectively, including the value of
common stock attributable to participants’ accounts based on the fair market value of the common stock
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at the time of deferral. For the years ended December 31, 2004, 2003 and 2002, benefit expenses
related to these plans were $1.1 million, $1.0 million and $868,000, respectively.

Post Retirement Benefits. The Bank sponsors a supplemental executive retirement plan
("SERP") for the purpose of providing certain retirement benefits to executive officers and other corporate
officers approved by the board of directors. The annual retirement plan benefit under the SERP is
calculated equal to 2% of final average salary times the years of service after 1994, or such later date
that a participant enters the plan. In most cases, ten additional years of service are credited to
participants in the event of a change in control transaction although in no event may total years of service
exceed 20 years. The maximum annual retirement benefit payable is equal to 40% of final average
salary. Benefits are payable in various forms in the event of retirement, death, disability and separation
from service, subject to certain conditions defined in the plan. The SERP also provides for certain death
benefits to the extent such amounts exceed a participant’s accrued benefit at the time of death. The plan
is unfunded, however, the Company funds life insurance policies that may be used to satisfy obligations of
the SERP.

The Bank also provides a long term medical plan for the purpose of providing employees post
retirement medical benefits. If retirement occurs prior to age 65, but at least age 55 with 10 years of
service, the retiree pays 100% of the premium cost of the plan for lifetime. If retirement occurs at 65 or
later, the retiree pays the following percentage of premium costs based on service at retirement:

Contribution

Years of service percentage
100%
90%
75%
60%

Members of the board of directors pay a majority of the cost for both pre-65 and post-65
coverage. The benefits under the retiree benefit plan are not pre-funded and there are no plan assets.
Benefits are funded on a pay-as-you-go basis. The Bank’s long term Medical Plan was amended January 1,
2005, to eliminate the retiree subsidy for all non-retired participants effective January 1, 2006. Current
retirees as well as 2005 retirees are grandfathered under the subsidy provisions.

The following table sets forth the change in benefit obligations and the related assumptions for the
SERP and long term medical plan for the periods indicated:

Year Ended December 31,

SERP Long Term Medical
2004 2003 2004 2003
(Dollars in thousands)

Projected benefit obligation - beginning of year..... $ 4,924 3,797 1,538 909
Service cost.... . 664 556 98 62
Interest cost............ . 307 256 101 67
Plan amendments... . — — (1,432) —
Actuariat losses ...... . 549 320 258 2086
ACQUISIEIONS ..ot — — — 308
Benefits paid............coooeieier e (15) (5) (28) (14)
Projected benefit obligation - end of year............... $6.429 4,924 535 1.538
Funded status..............cc.occiverieiinciin e, (6,429) (4,924) (535) (1,538)
Unrecognized transition obligation..................c..... — — — 54
Unrecognized prior-service cost ... — — (1,384) —
Unrecognized 1085 ..., 1,119 578 880 649
Accrued benefit cost ..o (5,310) _(4,348) {1.039) _(835)
Weighted average assumptions:
DiSCOUNt Fate ........oviriinies e 6.25% 6.75 6.25 6.75
Rate of compensation increase ...............cooceeen.. —4.50 450 —IN/A __N/A

The prescription contribution paid by Bank employees and directors is not actuarially equivalent to
Medicare Part D, as defined by the Medicare Prescription Drug Improvement and Modernization Act of
2003. Therefore, the Bank does not qualify for the government subsidy of 28%.
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The components of the net periodic benefit cost of post retirement plans are as follows:

Year Ended December 31,

SERP Long Term Medical
2004 2003 2004 2003
(Dollars in thousands)
SEIVICE COSE ...viieviiiicei et $ 664 556 98 62
Interest Cost ... 307 256 101 67
Amortization of unrecognized net transition obligation ..... —_ — 6 6
Unrecognized net l0SS........c.ocveiieiiiiioioceiiee e _ 8 — _28 _20
Net periodic benefit cost...............cc.ooooo $ 979 812 233 4585

The projected future benefit payments related to the SERP and long term medical plan for the
next five years and the total payment thereafter are as follows (in thousands):

For the year ended Long Term
December 31, SERP Medical

$ 15 34

80 38

170 40

170 42

235 43

$2,460 220

17. Commitments and Contingencies

The Bank is a party to various financial instruments with off-balance sheet risk in the normal
course of its business. These instruments include commitments to extend credit, standby letters of credit,
and forward commitments to sell loans. These financial instruments carry varying degrees of credit and
interest-rate risk in excess of amounts recorded in the financial statements. The contractual amounts of
credit-related financial instruments, such as commitments to extend credit and letters of credit, represent
the amounts of potential loss should the contract be fully drawn upon, the customer default, or the value
of any existing collateral become worthless.

Commitments to originate and purchase loans of $650.4 million at December 31, 2004, represent
amounts which the Bank plans to fund within the normal commitment period of 30 to 90 days of which
$174.8 million were fixed-rate, with rates ranging from 4.75% to 7.75%, and $475.6 million were
adjustable-rate loans with rates ranging from 4.00% to 9.75%. At December 31, 2004 prospective
borrowers had locked the interest rate on $44.7 million of fixed-rate loans, with rates ranging from 4.50%
to 6.50%, and $67.8 million of adjustable-rate loans, with rates ranging from 4.00% to 7.13%. At
December 31, 2004 the bank also had outstanding commitments to originate $107.5 million of floating-
rate equity lines of credit. Because the credit worthiness of each customer is reviewed prior to extension
of the commitment, the Bank adequately controls its credit risk on these commitments, as it does for
loans recorded on the balance sheet. As part of its effort to control interest-rate risk on these
commitments, the Bank generally sells fixed-rate mortgage loan commitments, for future delivery, at a
specified price and at a specified future date. Such commitments for future delivery present a risk to the
Bank, in the event it cannot deliver the loans during the delivery period. This could lead to the Bank
being charged a fee for non-performance, or being forced to reprice the mortgage loans at a lower rate,
causing a loss to the Bank. The Bank seeks to mitigate this potential loss by charging potential
borrowers, when possible, a fee to fix the interest rate. The Bank also estimates a percentage of fallout
when determining the amount of forward commitments to enter into. At December 31, 2004, forward
commitments to sell mortgage loans for future delivery were $73.8 million, of which $39.5 million are
related to loans held for sale, and $34.3 million are unfunded as of December 31, 2004.

The Bank has approved, but unused home equity lines of credit of $1.01 billion at December 31,
2004. Approval of equity lines is based on underwriting standards that generally do not allow total
borrowings, including the equity line of credit to exceed 85% of the current appraised value of the
customer’s home, which is similar to guidelines used when the Bank originates first mortgage loans, and
are a means of controlling its credit risk on the loan. However, the Bank offers home equity lines of credit
up to 100% of the home’s current appraised value, less existing liens, at a commensurately higher
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interest rate. In addition, the Bank has $252.9 million in approved, but unused commercial business
lines.

At December 31, 2004, the Bank had standby letters of credit, excluding land development,
totaling $80.5 million. Two of these standby letters of credit total $13.3 million, and enhance two
industrial revenue bond financings of commercial real estate in the Bank’s market. At December 31,
2004, the Bank had pledged investment and mortgage-backed securities with an aggregate carrying value
and fair value of $25.2 million and $25.0 million respectively, as collateral for these two standby letters of
credit. Standby letters of credit are conditional commitments issued by the Bank to guarantee the
performance of a customer to a third party. The credit risk involved in these transactions is essentially
the same as that involved in extending a loan to a customer in the normal course of business, as
performance under the letters of credit creates a first position lien in favor of the Bank. Additionally, at
December 31, 2004, the Company had standby letters of credit totaling $5.6 million, which ensure the
completion of land development improvements on behalf of MAF Developments, Inc.

At December 31, 2004, the Bank had $12.7 million of credit risk related to loans sold to the MPF
program and $44.1 million of loans sold with recourse to investors. There are no expected losses and no
reported liability at December 31, 2004 and 2003 for such exposure. Additionally the Bank had $25.9
million of credit risk related to loans with private mortgage insurance in force in the Bank's captive
reinsurance subsidiary.

In addition to financial instruments with off-balance sheet risk, the Bank is exposed to varying
risks with concentrations of credit. Concentrations of credit include significant lending activities in specific
geographical areas and large extensions of credit to individual borrowers. The Bank’s loan portfolio
primarily consists of loans within its market area. At December 31, 2004 and 2003, loans representing
78.3% and 82.8%, respectively, of the Bank's total loans receivable were located in the State of Illinois
and 17.8% and 12.4%, respectively, were located in the State of Wisconsin.

There are various matters of litigation pending against the Bank that have arisen during the
normal course of business. Management believes that the liability, if any resulting from these matters will
not be material to the consolidated financial position or results of operation of the Bank.

18. Segment Information

The Company utilizes the "management approach” for segment reporting. This approach is based
on the way that management of the Company organizes lines of business for making operating decisions
and assessing performance.

Currently, the Company has two segments. The Banking segment includes lending and deposit
gathering operations, as well as other financial services offered to individuals and business customers.
The land development segment consists primarily of acquiring, obtaining necessary zoning and regulatory
approvals, and improving raw land into developed residential fots for sale to builders. All goodwill is
assigned to the banking segment. Selected segment information is included in the table below:

Year Ended December 31, 2004

Land Consolidated
Banking Development _Eliminations Total

(Dollars in thousands)
Interest iNCOME .....c..ocoeveeieeieeeee s $ 421173 — — 421173
Interest expense........... 159.885 — — 159.88&
Net interest income........... 261,288 — — 261,288
Provision for loan losses................... 1.215 — — 1215
Net interest income after provision.... 260,073 — — 260,073
Non-interest income.......................... 69,587 6,699 — 76,286
Non-interest expense.................... 182,468 1,580 — 184,048
Income before income taxes......... 147,192 5,119 — 152,311
Income tax expense...........c...c..e.. 2,035 — 50,789
Netincome ................. 3,084 — 104,522
Average assets 36.006 — 9,259,274
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i Year Ended December 31, 2003

Land Consolidated
Banking Development Eliminations Total

(Dollars in thousands)
Interest iNCOME ..o $ 316,430 — — 316,430
Interest xpense ... 136,952 — — 136,952
Net interest income. 179,478 — — 179,478
Non-interest income... 60,308 11,325 — 71,633
Non-interest expense........ 118,839 1,358 — 120,197
Income before income taxes. 120,947 9,967 —_ 130,914
Income tax expense.......... 43,528 3,953 — 47.481
Net income ............ $__77.419 8,014 —— _..83433
AVErage assetS......c.ocoviinieien e $6,447.358 22,340 = 6,469 698

Year Ended December 31, 2002
Land Consolidated
Banking Development _Eliminations Total

(Dollars in thousands)
Interest INCOMe ... $ 329,490 —_ — 329,490
Interest expense 171,369 96 — 171,465
Net interest income (expense). 158,121 (98) — 158,025
Provision for loan losses.............. 300 — — 300
Net interest income after provision ................ 157,821 (96) — 157,725
Non-interest income ..........c.cceecoivciiienen, 46,646 9,717 _ 56,363
Non-interest expense ....... 98,177 1,165 — 99,342
Income before income taxes. 106,290 8,456 — 114,746
Income tax expense ... 37.421 3,354 — 40,775
NetinCOME ... $__B68.869 5102 — 73,971
AVETEgE 8SSELS.....ooiiinriiccieerc e $5,725.359 14,040 —_— 5,739,399

19. Fair Values of Financial Instruments

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments” requires the disclosure of
estimated fair values of all asset, liability and off-balance sheet financial instruments. The estimated fair
value amounts under SFAS No. 107 have been determined as of a specific point in time utilizing available
market information, assumptions and appropriate valuation methodologies. Accordingly, the estimated
fair values presented herein are not necessarily representative of the underlying value of the Company.
Rather the disclosures are limited to reasonable estimates of the fair value of only the Company’s financial
instruments. The use of assumptions and various valuation techniques, as well as the absence of
secondary markets for certain financial instruments, will likely reduce the comparability of fair value
disclosures between financial institutions. The Company does not plan to sell most of its assets or settle
most of its liabilities at these values.
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The estimated fair values of the Company’s financial instruments as of December 31, 2004 and
2003 are set forth in the following table below.

December 31, 2004 December 31, 2003
Carrying Carrying
Amount Fair Value Amount Fair Value

(Dollars in thousands)

Financial assets:

Cash and cash equivalents............. $ 246,998 246,998 221,962 221,962
Investment securities available

forsale .....ccocovieviieeiiecire 388,959 388,959 365,334 365,334
Stock in FHLB of Chicago............... 278,916 278,916 384,643 384,643
Mortgage-backed securities

available for sale ................c...... 948,168 948,168 971,969 971,969
Mortgage-backed securities held

to maturity ..o 245,021 244,645 — —
Loans receivable held for sale 39,521 39,521 44 511 44,511
Loans receivable................. 6,878,514 6,932,702 6,359,151 6,520,305
Interest receivable 34,888 34.888 31.168 31,168

Total financial assets................ $9,060,985 9,114,797 8,378,738 8,539,892

Financial liabilities:
Nan-maturity deposits ................... $3,537,243 3,537,243 3,249,219 3,249,219
Deposits with stated maturities ....... 2,398,465 2,397,663 2,331,236 2,349,507
Borrowed funds 2,600,667 2,545,908 2,299,427 2,374,666
Interest payable 9,023 9,023 9,575 9,575
Total financia! liabilities.............. 38,545,398 8,489 837 2,889 457 1,982,967

The following methods and assumptions are used by the Company in estimating the fair value
amounts for its financial instruments.

Cash and cash equivalents. The carrying value of cash and cash equivalents approximates fair
value due to the relatively short period of time between the origination of the instruments and their
expected realization.

Investment securities and mortgage-backed securities. The fair values of these financial
instruments were estimated using quoted market prices, when available. The fair value of FHLB of
Chicago stock is based on its redemption value.

Loans receivable. The fair value of loans receivable held for investment is estimated based on
contractual cash flows adjusted for prepayment assumptions, discounted using the current rate at which
similar loans would be made to borrowers with similar credit ratings and remaining terms to maturity.
The fair value of mortgage loans held for sale are based on estimated values that could be obtained in the
secondary market.

Interest receivable and payable. The carrying value of interest receivable, net of the reserve for
uncollected interest, and interest payable, approximates fair value due to the relatively short period of
time between accrual and expected realization.

Deposits. The fair value of deposits with no stated maturity, such as demand deposit, passbook
savings, checking and money market accounts, are disclosed as the amount payable on demand. The fair
value of fixed-maturity deposits is the present value of the contractual cash flows discounted using
interest rates currently being offered for deposits with similar remaining terms to maturity.

Borrowed funds. The fair value of FHLB of Chicago advances and reverse repurchase agreements
is the present value of the contractual cash flows, discounted by the current rate offered for similar
remaining maturities. The carrying value of the unsecured term bank loan approximates fair value due to
the short term to repricing and adjustable rate nature of the loan.

Commitments to extend credit and standby letters of credit. The fair value of commitments to
extend credit is estimated based on current levels of interest rates versus the committed rates. As of
December 31, 2004 and 2003, the fair value of the Bank’s mortgage loan commitments of $650.4 million
and $561.7 million, respectively, was $558,000 and $1.8 million, respectively, which represents the
differential between the committed value and value at current rates. The fair value of the standby letters
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of credit approximate the recorded amounts of related fees and are not material at December 31, 2004
and 2003.

20. Related Party Transactions

The Company, through its subsidiary bank, has made loans and had transactions with certain of
its directors and officers. However, all such loans and transactions were made in the ordinary course of
business on substantially the same terms, including interest rates and collateral, as those prevailing at the
time for comparable transactions with other persons and did not involve more than the normal risk of
collectibility or present other unfavorable features. Included in loans receivable are loans to directors and
executive officers of $4.9 million and $5.7 million at December 31, 2004 and 2003, respectively. New
loans originated or acquired through acquisition during the current year totaled $981,000, offset by
repayments of $1.7 million.

Since November 2001, the Company has leased space in a commercial and residential building in
which a current director of the Bank had a limited partnership interest until the sale of the building in
August 2004. The Company paid rental expense to the partnership in the amount of $292,000, $435,000,
and $348,000 in 2004, 2003 and 2002, respectively.

A director of the Company is a partner in a law firm that provides legal services to the Company
and the Bank. Total fees paid to this law firm were $381,600, $381,880 and $278,577 for the years
ended December 31, 2004, 2003 and 2002, respectively. The same law firm leases office space from the
Company and paid rents in the amount of $115,992 for each of the years ended December 31, 2002,
2003 and 2004.

The Company obtains sign maintenance services from a business that is controlled by a director of
the Company who serves as its chief executive officer. The Company paid fees of approximately $70,000
to this firm in 2004,

The Company and the Bank also employ various relatives of certain executive officers and
directors and pay them compensation commensurate with their positions at the Bank and the Company.

21. Parent Company Only Financial Information

The information as of December 31, 2004, and 2003, and for the years ended December 31,
2004, 2003, and 2002, presented below should be read in conjunction with the other Notes to
Consolidated Financial Statements.

December 31,
Condensed Statements of Financial Condition 2004 2003
(Dollars in thousands})

Assets;
Cash and cash equivalents $ 23,106 13,118
Investment securities.......... 6,266 6,641
Equity in net assets of subsi 1,026,511 932,163

Other assets.............covrr 8.655 13.039

$ 1.064,538 964,961
Liabilities and Stockholders’ Equity:

Liabilities:
BOrrowed fUNAS ........veiiiiiier ittt $ 80,000 55,000
Accrued expenses. 10,152 8357
Total HabilitIeS........oviveiceeries et e e 90,152 63,357
Stockholders’ equity:
ComMMON STOCK oiee e 336 33
Additional paid-in capital............c.ccocviiiiniii 522,047 495,747
Retained earnings, substantially restricted ... 468,408 402,402
Stock in Gain Deferral Plan ... 1,211 1,015
Accumulated other comprehensive income (loss), net...............cc.coe. (1,676) 2,109
TreasuUry SIOCK. .......c.ciiiiiiiiicii i et e (15,940) —
Total stockholders’ equity ........cc.ccooiiiicnici 974,386 901.604
$ 1,064,538 964,961
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Condensed Statements of Operations

Dividend income from subsidiaries
INEErESt INCOME oot e e
Interest expense
Net interest and dividend income ..
Gain on sale of investments, net
Non-interest expense
Net income before income tax benefit and equity in undistributed
earnings of subsidiaries
Income tax benefit
Net income before equity (deficit
subsidiaries
Equity (deficit) in undistributed earnings of subsidiaries
Net income

Condensed Statements of Cash Flows

Operating activities:
NELINCOME ..o e
Deficit (equity) in undistributed earnings of subsidiaries .
Gain on sale of investment securities
Net decrease (increase) in other assets and liabifities, net of

effects from acqUISItIoONS........cccooviir e
Net cash provided by operating activities .............cccocoviinniiiicnn,

Investing activities:

Proceeds from sale of and maturities of investment securities
Loans to subsidiaries less repayments, net
Purchases of investment securities .............
Payment for acquisitions, net of cash acquired...

Net cash used in investing activities

Financing activities:
Proceeds from exercise of stock options
Proceeds from BOMOWINGS........ccocvviviieriiiiin et
Repayment of borrowings....
Purchase of treasury stock ...
Cash dividends paid
Net cash used in financing activities
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

December 31,

2004 2003 2002
{Dollars in thousands)

$ 128,000 55,000 35,000

. 517 553 716
1.456 1,243 1,738

127,061 54,310 33,977

67 883 179

3,063 2,562 2,403

52,631 31,753

(1.188) (1,333)

53,819 33,086

(24,609) 29,614 40,885

$ 101522 83433 3971

December 31,
2004 2003 2002
(Dollars in thousands)

$ 101,522 83,433 73,971
24,609 (29,614) (40,885)
67) (882) (179)
1,371 (11.216) (1.476)
127,435 41,721 31,431
625 4,353 1,654
(1,200) 1,000 (855)
— — (1,329)

(73.846) {9,394) —
. (74,421) (4,041) (830)
. 7,559 4,718 2,366
. 35,000 10,000 —
(10,000) (6,000) (14,000)
(49,174) (30,945) (168)
(26,411) (16,295) (13,0686)
(43,026) (38,522) (24 868)

. 9,988 (842) 5,933
13,118 13,960 8,027
$_23.106 13,118 13,960

Cash and cash equivalents at end of year

22, Selected Quarterly Financial Data (Unaudited)

The following are the consclidated resuits of operations on a quarterly basis:

Year Ended December 31, 2004

Year Ended December 31, 2003

First Second Third Fourth First Second Third Fourth
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
(Dollars in thousands, except per share amounts)
Interest iNnCome ..o, $ 102,007 103,378 105,639 110,149 $77,026 73,925 78,160 87,319
Interest expense ... 37,978 38,208 41,080 42,619 35,971 33.362 33252 34,367
Net interest income ... 64,029 65,170 64,559 67,530 41,055 40,563 44,308 52,952
Provision for loan losses..................... 300 280 350 285 — — — —
Net interest income after
provision for loan losses .......... 63,729 64,890 64,209 67,245 41,055 40,563 44,908 52,952
Net gain on saie of assets.................. 5,249 1,694 3,208 971 7,118 8,841 6,345 3,071
Income from real estate operations..... 1,102 2,509 1,650 1,396 1,635 1,687 3,010 4,983
Deposit account service charges .. 7.856 8,721 8,848 8,687 5,439 5,960 6,051 7,102
Other income 6.188 6.158 5810 6.239 1,822 485 1,617 6.456
Total non-interest income.............. 20,395 19,082 19,5186 17,293 16,015 16,973 17,023 21,622
Non-interest expense............c.ccoovev..e.. 46,890 45,184 45463 46,511 26.675 26.744 29,409 37.369
Income before income taxes 37,234 38,788 38,262 38,027 30,395 30,792 32,522 37,205
Income tax expense.............. 12,440 12,818 12,676 12,855 11,107 11.253 12,016 13,105
Net income............. $_24,794 $19.288 19,539 20,506 24,100
Basic earnings per share................... $ 75 79 78 78 83 __.84 __.B2 _..86
Diluted earnings per share................. $ 73 77 77 74 $___.81 __.82 79 84
Cash dividends declared per share..... $ 21 21 21 21 $___18 18 18 18
84




e

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial
Disclosures

None.

Item 9A. Controls and Procedures

As of December 31, 2004, our Chief Executive Officer and Chief Financial Officer carried out an
evaluation under their supervision, with the participation of other members of management as they
deemed appropriate, of the effectiveness of the design and operation of the Company’s disclosure controls
and procedures as contemplated by Rule 13a-15(e) under the Securities Exchange Act of 1934, Based
upon, and as of the date of that evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that the Company’s disclosure controls and procedures are effective, in all material respects, in
timely alerting them to material information relating to the Company (and its consolidated subsidiaries)
and in ensuring that information required to be included in the periodic reports the Company files or
submits to the SEC under the Securities Exchange Act is recorded, processed, summarized and reported
as required.

As of December 31, 2004, we also evaluated the effectiveness of our internal controls over
financial reporting as required by Section 404 of the Sarbanes-Oxley Act and Rule 13a-15(f) under the
Securities Exchange Act of 1934. The report of our Chief Executive Officer and Chief Financial Officer
regarding management’s internal control assessment is included in Item 8 and incorporated herein by
reference.

In order to produce reliable financial statements, management is responsible for establishing and
maintaining effective internal controls over financial reporting. Management evaluates the effectiveness
of its system of internal control over financial reporting and tests for reliability of recorded financial
information through a program of ongoing internal audits. Actions are taken to address potential control
deficiencies that are identified. During fourth quarter 2004, we implemented enhanced reconciliation
controls along with a strengthened information technology change management process to improve
controls over ongoing modification to programs and data. Any system of internal control, no matter how
well designed, has inherent limitations, including the possibility that a control can be circumvented or
overridden and misstatements due to error or fraud may occur and not be detected. Also, because of
changes in conditions, internal control effectiveness may vary over time. Accordingly, even an effective
system of internal control will provide only reasonable assurance with respect to financial statement
preparation.

The Audit Committee, consisting entirely of independent directors, meets regularly with
management, internal auditors and the independent registered public accounting firm, and reviews audit
plans and results, as well as management’s actions taken in discharging responsibilities for accounting,
financial reporting, and internal control. KPMG LLP, independent registered public accounting firm, and
the Company’s internal auditors have direct and confidential access to the Audit Committee at all times to
discuss the results of their examinations.

Item 9B. Other Information.
None.
PART III
Item 10. Directors and Executive Officers of the Registrant

Information regarding directors of the registrant is included in the registrant’s proxy statement
under the headings “Election of Directors” and “Transactions with Certain Related Persons and Other
Information” the information included therein is incorporated herein by reference. Information regarding
the executive officers of the Company included in this Form 10-K is included in “Item 1. Business.”
Information regarding beneficial ownership reporting compliance is included in the Company’s proxy
statement under the heading “"Section 16(a) Beneficial Ownership Reporting Compliance” and the
information included therein is incorporated by reference.

The Company has adopted a code of ethics as required by the listing standards of the Nasdag
National Market and the SEC. This code applies to all of its directors, officers and employees. The
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Company has also adopted a charter for each of its audit committee, administrative/compensation
committee and nominating and corporate governance committee and has posted the code of ethics and
the committee charters on the Company’s website at www.mafbancorp.com. The Company will post on
its website any amendments to the code of ethics and waivers, if any, applicable to any of its directors or
executive officers. The foregoing information will also be available in print and free of charge to any
shareholder who requests such information.

Item 11. Executive Compensation

Information regarding compensation of executive officers and directors is included in the
registrant’s proxy statement under the headings “Directors’ Compensation,” and “Executive
Compensation” (excluding “Executive Compensation-Compensation Committee Report” and “Executive
Compensation-Stock Performance Graph”) and the information included therein is incorporated herein by
reference,

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

Information regarding security ownership of certain beneficial owners and management is included
in the Company’s proxy statement under the headings “Voting Securities,” and “Security Ownership of
Certain Beneficial Owners,” and “Information With Respect to Nominees, Continuing Directors and
Others,” and the information included therein is incorporated herein by reference,

Equity Compensation Plans

The following table summarizes certain information about the equity compensation plans of the
Company as of December 31, 2004:

Number Of Securities =~ Weighted-Average = Number Of Securities Remaining

To Be Issued Upon Exercise Price Of Available For Future Issuance
Exercise Of Outstanding Under Equity Compensation
Outstanding Options, Options, Warrants Plans (Excluding Securities
Plan Category Warrants And Rights And Rights Reflected in Column (A))
(A) (8) (C)
Equity compensation plans approved by security holders ...... 3,352,178 $30.29 501,229
Eguity compensation plans not approved by security
NOIAETS .........ooo e e — — 15,217
TOAL vttt 3,352,178 $30.29 516,446

m Includes 72,532 stock options exercisable at a weighted average price of $21.29 per share relating to options granted under plans of acquired
entities that were converted into MAF Bancorp stock options. No further grants will be made under such plans.

@ Includes 42,602 restricted stock units granted to certain non-executive employees.

@ Represents shares reserved for issuance under deferred compensation plans, which shares may be issued to executive officers and directors, if
any, electing to defer cash compensation otherwise payable to them. The number of shares allocated to plan participants is determined based on
the fair market value of shares at the time of compensation deferral.

Item 13. Certain Relationships and Related Transactions

Information regarding certain relationships and related transactions is included in the Company’s
proxy statement under the heading “Transactions with Certain Related Persons and Other Information,”
and the information included therein is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services
Information regarding fees paid to the independent auditors and the pre-approval policies and

procedures of the Company’s audit committee is included in the Company’s proxy statement under the
heading “Independent Auditors,” and the information included therein is incorporated herein by reference.
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PART IV
Item 15. Exhibits and Financial Statements Schedules
(a)(1) Financial Statements

The following consolidated financial statements of the registrant and its subsidiaries are filed
as a part of this document under “Item 8. Financial Statements and Supplementary Data.”

Consolidated Statements of Financial Condition at December 31, 2004 and 2003.

Consolidated Statements of Operations for the years ended December 31, 2004,
2003 and 2002.

Consolidated Statements of Changes in Stockholders’ Equity for the years ended
December 31, 2004, 2003 and 2002.

Consolidated Statements of Cash Flows for the years ended December 31, 2004,
2003 and 2002.

Notes to Consolidated Financial Statements.
Report of Management Regarding Internal Controls Over Financial Reporting.
Report of Independent Registered Public Accounting Firm.

Report of Independent Registered Public Accounting Firm on Internal Controls
over Financial Reporting.

(a)(2) Financial Statement Schedules

All schedules are omitted because they are not required or are not applicable or the required
information is shown in the consolidated financial statements or notes thereto.

(a)(3) Exhibits

The following exhibits are either filed as part of this report or are incorporated herein by
reference:

Exhibit No. 2. Plan of Acquisition, Reorganization, Arrangement, Liquidation or Succession
2.1 Agreement and Plan of Merger by and among MAF Bancorp, Inc., Classic Acquisition Corp.

and Chesterfield Financial Corp. dated as of June 5, 2004. (Incorporated herein by reference
to Exhibit 99.2 to Registrant’s Form 8-K dated June 5, 2004).

Exhibit No. 3. Certificate of Incorporation and By-laws.

3.1 Restated Certificate of Incorporation. (Incorporated herein by reference to Exhibit 3.1 to
Registrant’s Form 8-K dated December 19, 2000).

3.2 Amended and Restated By-laws. (Incorporated herein by reference to Exhibit No. 3 to
Registrant’s September 30, 2003 Form 10-Q).

Exhibit No. 10. Material Contracts
10.1 Mid America Bank, fsb Management Recognition and Retention Plan and Trust Agreement.

(Incorporated herein by reference to Exhibit No. 10.4 to Registrant’s June 30, 1992 Form
10-K). *

* Indicates management contracts or compensatory plans or arrangements required to be filed as an exhibit.
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10.9

10.
10.
10.
10.

10.

10.

10.

10.

10
11
12
13

14

15

16
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MAF Bancorp, Inc. 1990 Incentive Stock Option Plan, as amended. (Incorporated herein by
reference to Exhibit No. 10.2 to Registrant’s June 30, 1999 Form 10-Q and to Exhibit A to
Registrant’s Proxy Statement, dated March 23, 1998, relating to the 1998 Annual Meeting of
Shareholders). *

Amendment dated May 23, 2000 to the MAF Bancorp, Inc. 1990 Incentive Stock Option Plan, as
amended. (Incorporated herein by reference to Exhibit No. 10.3 to Registrant’s December 31,
2000 Form 10-K).*

MAF Bancorp, Inc. 1993 Amended and Restated Premium Price Stock Option Plan, as amended.
(Incorporated herein by reference to Exhibit No. 10.5 to Registrant’s December 31, 1998 Form
10-K).*

Amendment dated June 22, 1999 to the MAF Bancorp, Inc. 1993 Amended and Restated
Premium Price Stock Option Plan, as amended. (Incorporated herein by reference to Exhibit
No. 10.3 to Registrant’s June 30, 1999 Form 10-Q).*

Amendment dated May 23, 2000 to the MAF Bancorp, Inc. 1993 Amended and Restated
Premium Price Stock Option Plan, as amended. (Incorporated herein by reference to Exhibit No.
10.5 to Registrant’s December 31, 2000 Form 10-K).*

MAF Bancorp, Inc. 2000 Stock Option Plan. (Incorporated herein by reference to Exhibit B filed
as part of Registrant’s Proxy Statement dated March 23, 2001, relating to the 2001 Annual
Meeting of Shareholders).*

MAF Bancorp, Inc. Incentive Compensation Plan. (Incorporated herein by reference to Exhibit
10.1 to Registrant’s Form S-4/A dated October 14, 2003, Registration No. 333-108742).*

Form of Non-Qualified Stock Option Agreement.* +

Form of Incentive Stock Option Agreement.*+

Form of Annual Incentive Compensation Award Agreement.*+
Form of Long-Term Incentive Compensation Award Agreement.*+

St. Francis Capital Corporation 1993 Incentive Stock Option Plan. (Incorporated herein by
reference to Exhibit 4.3 to the Form S-8 Registration Statement filed by St. Francis Capital
Corporation with the Commission on September 29, 1993, Registration No. 33-70012).*

St. Francis Capital Corporation 1997 Stock Option Plan, as amended. (Incorporated herein by
reference to Exhibit 1 to Amendment No. 1 to the Form S$-8 Registration Statement filed by St.
Francis Capital Corporation with the Commission on April 2, 1999, Registration No. 333-
24057).*

Reliance Bancshares, Inc. 1997 Stock Option Plan. (Incorporated herein by reference to Exhibit
4.2 to the Form S-8 Registration Statement filed by Reliance Bancshares, Inc. with the
Commission on June 3, 1997, Registration No. 333-28375).*

Amendment dated November 21, 2003 to the St. Francis Capital Corporation 1993 Incentive
Stock Option Plan, 1997 Stock Option Pian, as amended, and the Reliance Bancshares, Inc.
1997 Stock Option Plan. (Incorporated herein by reference to Exhibit 99.4 to the Form $-8
Registration Statement filed by MAF Bancorp, Inc. with the Commission on December 5, 2003,
Registration No. 333-110986). *

Credit Agreement dated as of November 30, 2001, as amended through November 29, 2002,
between MAF Bancorp, Inc. and Harris Trust and Savings Bank. (Incorporated herein by
reference to Exhibit No. 10.6 to Registrant’s Form 10-K for the year ended December 31,
2002).

* Indicates management contracts or compensatory plans or arrangements required to be filed as an exhibit.
+ Filed herewith.
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10.18 Amendment dated November 28, 2003, to the Credit Agreement dated as of November 30,
2001, as amended, between MAF Bancorp, Inc. and Harris Trust and Savings Bank.
(Incorporated herein by reference to Exhibit No. 10.20 to Registrant’s Form 10-K for the year
ended December 31, 2003).

10.19 Amendment dated November 1, 2004, to the Credit Agreement dated as of November 30,
2001, as amended, between MAF Bancorp, Inc. and Harris Trust and Savings Bank. +

10.20 Mid America Federal Savings and Loan Association Deferred Compensation Trust Agreement.
(Incorporated herein by reference to Exhibit No. 10.8 to Registrant’s June 30, 1990 Form 10-
K). *

10.21 Amendment dated May 16, 2001 to the Mid America Bank, fsb Deferred Compensation Trust
Agreement. (Incorporated herein by reference to Exhibit No. 10.2 to Registrant’s June 30,
2001 Form 10-Q). *

10.22 Mid America Bank, fsb Directors’ Deferred Compensation Plan. (Incorporated herein by
reference to Exhibit No. 10.10 to Registrant’s December 31, 1997 Form 10-K). *

10.23 Mid America Bank, fsb Executive Deferred Compensation Plan. (Incorporated herein by
reference to Exhibit No. 10.11 to Registrant’s December 31, 1997 Form 10-K).*

10.24 Deferred Compensation Agreement dated January 1, 1999 between St. Francis Bank, F.S.B.
and Thomas R. Perz. (Incorporated herein by reference to Exhibit No. 10.25 to Registrant’s
Form 10-K for the year ended December 31, 2003).*

10.25 Deferred Compensation Agreements dated January 1, 1998, January 1, 1996, January 19, 1994
and November 18, 1987 between St. Francis Capital Corporation, St. Francis Bank, F.S5.B.,
Bank Wisconsin and Thomas R. Perz. (Incorporated herein by reference to Exhibit No. 10.26 to
Registrant’s Form 10-K for the year ended December 31, 2003).*

10.26 Deferred Compensation Agreement dated January 1, 1996, as amended, between St. Francis
Capital Corporation, St. Francis Bank, F.S.B., Bank Wisconsin and Edward W. Mentzer. *+

10.27 MAF Bancorp, Inc. Shareholder Value Long-Term Incentive Plan, as amended. (Incorporated
herein by reference to Exhibit No. 10.10 to Registrant’s December 31, 1999 Form 10-K).*

10.28 Amendment dated January 30, 2001 to the MAF Bancorp, Inc. Shareholder Value Long-Term
Incentive Plan, as amended. (Incorporated herein by reference to Exhibit No. 10.15 to
Registrant’s December 31, 2000 Form 10-K).*

10.29 Mid America Bank, fsb Supplemental Executive Retirement Plan, as amended. (Incorporated
herein by reference to Exhibit No. 10.13 to Registrant’s December 31, 1998 Form 10-K). *

10.30 Amendment dated March 27, 2001 to the Mid America Bank, fsb Supplemental Executive
Retirement Plan, as amended. (Incorporated herein by reference to Exhibit No. 10.1 to
Registrant’s March 31, 2001 Form 10-Q).*

10.31 Fidelity Federal Savings Bank Supplemental Retirement Plan, as amended. (Incorporated herein
by reference to Exhibit No. 10.33 to Registrant’s Form 10-K for the year ended December 31,
2003).*

10.32 Form of Employment Agreement, as amended, between MAF Bancorp, Inc. and Allen Koranda,

Kenneth Koranda and Jerry Weberling.*+

10.33 Form of Employment Agreement, as amended, between Mid America Bank, fsb and Allen
Koranda, Kenneth Koranda and Jerry Weberling.*+

* Indicates management contracts or compensatory plans or arrangements required to be filed as an exhibit.
+ Filed herewith.
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10.34 Form of Special Termination Agreement, as amended, between MAF Bancorp, Inc., and
Kenneth Rusdal and various officers. *+

10.35 Form of Special Termination Agreement, as amended, between Mid America Bank, fsb, and
Kenneth Rusdal and various officers. *+

10.36 Employment Agreement between MAF Bancorp, Inc. and Thomas R. Perz. (Incorporated herein
by reference to Exhibit No. 10.38 to Registrant’s Form 10-K for the year ended December 31,
2003).*

10.37 Employment Agreement between Mid America Bank, fsb and Thomas R. Perz. (Incorporated
herein by reference to Exhibit No. 10.39 to Registrant’s Form 10-K for the year ended
December 31, 2003).*

10.38 Agreement Regarding Post-Employment Restrictive Covenants between MAF Bancorp, Inc. and
Thomas R. Perz. (Incorporated herein by reference to Exhibit No. 10.40 to Registrant’s Form
10-K for the year ended December 31, 2003).*

10.39 Agreement Regarding Post-Employment Restrictive Covenants between MAF Bancorp, Inc., Mid
America Bank, fsb and David C. Burba. (Incorporated herein by reference to Exhibit No. 10.19
to Registrant’s December 31, 1998 Form 10-K).*

10.40 Amendment dated October 19, 2001 to the Agreement Regarding Post-Employment Restrictive
Covenants between MAF Bancorp, Inc., Mid America Bank, fsb and David C. Burba.
(Incorporated herein by reference to Exhibit No. 10.20 to Registrant’'s December 31, 2001
Form 10-K). *

10.41 Amendment dated March 23, 2004 to the Agreement Regarding Post-Employment Restrictive
Covenants between MAF Bancorp, Inc., Mid America Bank, fsb and David C. Burba.
(Incorporated herein by reference to Exhibit No. 10.1 to Registrant’s March 31, 2004 Form 10-
Q). *

Exhibit No. 12 Statements re: Computation of ratio of earnings to fixed charges. +

Exhibit No. 21 Subsidiaries of the Registrant.+

Exhibit No. 23 Consent of KPMG LLP.+

Exhibit No. 24 Power of Attorney (Included on Signature Page)

Exhibit No. 31.1 Certification of Chief Executive Officer.+

Exhibit No. 31.2 Certification of Chief Financial Officer.+

Exhibit No. 32.1 Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18

U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002.+

* Indicates management contracts or compensatory plans or arrangements required to be filed as an exhibit.

+ Filed herewith.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized.

MAF Bancorp, Inc.

(Registrant)

/s/ Allen H. Koranda

Allen H. Koranda

Chairman of the Board and Chief

Executive Officer

March 15, 2005

(Date)

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Allen H. Koranda or Kenneth Koranda or either of them, his true and lawful attorney-in-fact
and agents, with full power of substitution and re-substitution, for him and in his name, place and stead, in
any and all capacities, to sign any and all amendments to this Annual Report on Form 10-K, and to file the
same, with all exhibits thereto, and all other documents in connection therewith, with the Securities and
Exchange Commission, granting unto said attorneys-in-fact and agents full power and authority to do and
perform each and every act and thing requisite and necessary to be done, as fully to all intents and
purposes as he might or could do in person, hereby ratifying and confirming said attorneys-in-fact and
agents or their substitutes or substitute may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ Allen H. Koranda

Allen H. Koranda
Chairman of the Board and
Chief Executive Officer
(Principal Executive Officer)

/s/ Jerry A. Weberling

March 15, 2005

Jerry A. Weberling
Executive Vice President and
Chief Financial Officer and Director
(Principal Financial Officer)

/s/ Christine Roberg

(Date)

March 15, 2005

Christine Roberg
First Vice President and Controller
(Principal Accounting Officer)

(Date)

March 15, 2005

Kenneth R. Koranda
Vice Chairman of the Board

/s/ Robert ]. Bowles, M.D.

(Date)

Robert J. Bowles, M.D.
Director

/s/ David C. Burba

(Date)

March 15, 2005

David C. Burba
Director

(Date)

March 15, 2005

(Date)




/s/ David J. Drury

David J. Drury
Director

/s/ Terry A. Ekl

Terry A. EKI
Director

/s/ Harris W. Fawell

Harris W. Fawell
Director

/s/ Joe F. Hanauer

Joe F. Hanauer
Director

/s/ Barbara L. Lamb

Barbara L. Lamb
Director

/s/ Thomas R. Perz

Thomas R. Perz
Director

/s/ Raymond S. Stolarczyk

Raymond S. Stolarczyk
Director

/s/ F. William Trescott

F. William Trescott
Director

/s/ Lois B. Vasto

Lois B. Vasto
Director

/s/ Andrew J. Zych

Andrew J. Zych
Director
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(Date)

March 15, 2005

(Date)

March 15, 2005

(Date)

March 15, 2005

(Date)

March 15, 2005

(Date)

March 15, 2005

(Date)

March 15, 2005

(Date)

March 15, 2005

(Date)

March 15, 2005

(Date)

March 15, 2005

(Date)



CORPORATE INFORMATION

Corporate Offices

MAF Bancorp, Inc.

55th Streer & Holmes Avenue
Clarendon Hills, IL 60514
(630) 325-7300

Branch Locations

Illinois

Berwyn, Burbank, Burr Ridge, Chicago, Cicero,
Clarendon Hills, Downers Grove, Elgin,
Frankfort, Franklin Pack, Glen Ellyn, Joliet,
LaGrange Park, Naperville, Niles, Norridge,
Palos Hills, Plainfield, Riverside, Romeoville,
St. Charles, Schaumburg, Skokie, Tinley Park,
Westchester, Western Springs, Wheaton
Wisconsin

Cudahy, Germantown, Greendale, Hartford,
Kewaskum, Lake Geneva, Menomonee Falls,
Milwaukee, Muskego, New Berlin, Oak Creek,
Thiensville, Waukesha, Wauwatosa, West Allis,
West Bend

Mortgage Lending Offices

Illinois
Arlington Heights, Plainfield

Wisconsin
Milwaukee, New Berlin

Stock Price Information

MAF Bancorp, Inc.’s common stock is listed
on the Nasdaq Stock Market under the symbol
MAFB. For a history of stock prices and
dividend payments, please refer to Parc 11,
Item 5, of Form 10-K.

Investor Information

Shareholders, investors, and analysts interested
in additional information about MAF Bancorp,
Inc. may contact Jerry Weberling, Chief Financial
Officer, or Michael Janssen, Senior Vice President,
at the corporare oftices.

Annual Meeting of Shareholders

The Annual Meeting of Sharcholders of MAF
Bancorp, Inc. will be held at Marie’s Ashton
Place, 341 West 75th Street, Willowbrook,
Illinois, on April 27, 2005, at 10 a.m. All share-
holders are cordially invited to attend.

Stock Services

Inquiries regarding stock transfer, registration,
lost certificates, or changes of name and address
should be directed to the stock transfer agent
and registrar by writing: Computershare
Investor Services, LLC, Post Office Box A3504,
Chicago, Illinois 60690-3504, by calling
(866) 552-0644, or by accessing Computershare’s

website at www. Computer;/?am con.

Dividend Reinvestment Program

MAF Bancorp, Inc.’s Dividend Reinvestment
Program allows stockholders to reinvest dividends
and contribute cash to purchase MAF Bancorp’s
common stock on an occasional or monthly basis.

For more information, contact MAF Bancorp’s
transfer agent, Computershare Investor Services,
LLC, at the address shown above.

Community Reinvestment Act

MidAmerica Bank subscribes to a well-established
policy of helping to meet the credit needs of
our local communities, consistent with safe and
sound lending practices, in accordance with
the Community Reinvestment Act (CRA). For
additional information, contact Sharon Wheeler,
Senior Vice President and CRA Officer.

Website

For your convenience, you can view MAF
Bancorp’s current financial information,

press releases, Code of Ethics, and Corporate
Governance information on our website

at www.mafbancorp.com. You can also

visit the website of MidAmerica Bank at
www.midamericabank.com for important infor-
mation about bank products and services.

Board of Directors

Allen H. Koranda

Chairman of the Board and

Chief Execurive Officer,

MAF Bancorp, Inc., MidAmerica Bank

Kenneth R. Koranda
President and Vice Chairman,

MAF Bancorp, Inc., MidAmerica Bank

Robert J. Bowles, M.D.
Chairman of the Board,
Physician Associates of Florida, Otlando, Florida

David C. Burba

Executive Vice President, recired,

MAF Bancorp, Inc., MidAmerica Bank;
Former Chairman of the Board and President,
Westco Bancorp, Inc.

David J. Drury
President, Poblocki & Sons

Terry A. Ekl
Partner, Connolly, Ek! & Wiltiams, D.C.

Harris W. Fawell
Member, U.S. Congress, retired

Joe E. Hanauer

Principal, Combined Tnvestments, L.P,;
Chairman and Direcror of Homestore, Inc.;
Former Director and Chairman of the Board,
Grubb & EllisCo.

Barbara L. Lamb

Former Chief Development Officer,

Market Liquidity Network, LLC;

Former Senior Vice President and

Chief Credit Officer, ABN Amro, Inc.

Thomas R. Perz

Managing Director of MidAmerica Bank;
Former Chairman of the Board and
Chief Executive Officer,

St. Francis Capital Corporation

Raymond S. Stolarczyk

Former Chairman of the Board and
Chief Execurive Officer,

Fidelity Bancorp, Inc.

F. William Trescott

Assistant Superintendent, retired,
Hinsdale Township (Ilinois) High School
District 86

Lois B. Vasto

Senior Vice President, retired,

MAF Bancorp, Inc., MidAmerica Bank
Jerry A. Weberling

Executive Vice President and

Chief Financial Officer,

MAF Bancorp, Inc., MidAmerica Bank
Andrew J. Zych

Former Executive Vice President and Director,
N. 8. Bancorp, Inc.

Other MidAmerica Bank Directors

Edward W. Mentzer

President/Owner,

Advance Fittings Corp.

Joel F. Zemans

Former President and Chief Executive Officer,
Mid Town Bancorp, Inc.

Hugo Koranda
Chairman Emeritus, MidAmerica Bank

Senior Officers

Allen H. Koranda

Chairman of the Board and CEO
Kenneth R. Koranda

President and Vice Chairman

Jerry A. Weberling

Executive Vice President and CFO

James E. Allen

Senior Vice President—Business Banking
Thomas E. Bentel

Sentor Vice President

Gerard J. Buccino

Senior Vice President—Risk Management
James S. Eckel

Senior Vice President—Marketing
Jennifer R. Evans

Senior Vice President—General Counsel
William G. Haider

President, MAF Developments, Inc.
Michael J. Janssen

Senior Vice President—Inv. Relations/Taxation
Edward A. Karasek

Senior Vice President—Audic

David W. Kohlsaat

Senior Vice President—Adminiscration
Thomas C. Miers

Senior Vice President—Retail Banking
Kenneth B. Rusdal

Senior Vice President—
Operations/Info. Systems

Sharon M. Wheeler

Senior Vice President—Lending
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